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STUDY OF BANKING LAWS 


Report of the Advisory Committee to the Senate Committee on 
Banking and Currency for the Study of Federal Statutes Gov- 
erning Financial Institutions and Credit 


INTRODUCTION 


Following this introduction will be found the body of the report in 
which the numbering system established in the committee print dated 
October 12, 1956, “Legislative Recommendations of the Federal Su- 
pervisory Agencies” has been followed. 

Even though statutory citations and brief catchline descriptions of 
the subject of each recommendation have been included, those not 
familiar with the committee print of “Legislative Recommendations 
of the Federal Supervisory len’ will perhaps find this repert 
incomplete except upon reference to the noted committee print. For 
this reason page references to the committee print are inserted in the 
tag line immediately following the statutory reference. All statutory 
references are to the United States Code unless otherwise indicated. 

Recommendations followed by an asterisk, such as “88*”, are those 
which the committee deems to be purely technical and to contain no 
change of substance. 

The Advisory Committee considered not only the recommendations 
of the Federal agencies, but also those submitted by Hon. John Spark- 
man, United States Senator from the State of Alabama, American 
Association of Federal Credit Unions, American Bankers Associa- 
tion, Association of Reserve City Bankers, Credit Union National 
Association, Inc., and United States Savings and Loan League. It 
also considered the recommendations submitted by various individu- 
als, together with recommendations made by the subcommittees of 
the Advisory Committee. 

Immediately upon the conclusion of the testimony by representa- 
tives of the Federal supervisory agencies in Washington on Novem- 
ber 9 and 10, 1956, each of the five subcommittees of the Advisory 
Committee which had been appointed to expedite the work, started 
their labors on the following basis: 

A. The Subcommittee on National Banks gave consideration 
to all recommendations relating to national banks. 

B. The Subcommittee on the Federal Reserve Act gave consid- 
eration to all recommendations relating to the Federal Reserve 
Act and member banks. 

C. The Subcommittee on the Federal Deposit Insurance Act 
gave consideration to all recommendations relating to that act 
and insured banks. 
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D. The Subcommittee on the Federal Savings and Loan Asso- 
ciation gave consideration to all recommendations relating to the 
Federal Home Loan Bank Act, Home Owners Loan Act of 1933, 
and Title IV of the National Housing Act. 

FE. The Subcommittee on Federal Credit Unions gave consid- 
eration to all recommendations relating to the Federal Credit 
Union Act. 

Each subcommittee presented its report to the executive committee 
of the Advisory Committee in advance of November 30, 1956. On 
that day the executive committee, which was composed of the chair- 
man, the vice chairman of the Advisory Committee, and the chairmen 
of the five subcommittees of the Advisory Committee, considered the 
reports of the five subcommittees and agreed in principle upon a draft 
of the final report of the Advisory Committee. Such draft was cir- 
culated among all members of the Advisory Committee who at a meet- 
ing held in Washington on December 14, 1956, unanimously adopted 
the within report as the report of the Advisory Committee, except as 
otherwise herein noted. 

In approving or disapproving of any particular recommendation 
the Advisory Committee has not considered implementing language. 
The Committee therefore reserves the right to modify or change its 
view on any recommendation in the event the Committee feels that the 
language subsequently used to implement any recommendation in a 
hill is not in keeping with the principle which the Advisory Commit- 
tee intended in this report to be approving or disapproving, as the 
case may be. 


Part I. Recommenpations Reiatine to Narionat Banks 


1.* Salary of the Comptroller (12 U.S. C., sec. 2) (p.1) 
' This recommendation would eliminate reference to the Comptrol- 
ler’s salary as it is obsolete in this statute. Itis approved. 


2. Appointment of two additional Deputy Comptrollers (12 U.S. C., 
sec. 4) (p. 2) 

' This recommendation would authorize the Comptroller to appoint 

fourth and fifth Deputy Comptroller if, in his judgment, he needs 

such assistance. It is approved. 


3.* Appointment of clerks in Comptroller's office (12 U.S. C., sec. 
(8) (p. 3) 

_. This recommendation is to eliminate obsolete language in regard to 

ippointment and classification by the Secretary of the Treasury of 

clerks employed by the Comptroller. It is approved. 


4.* HOLC obligations (12 U.S. C., sec. 24) (p.3) 
This recommendation is to eliminate obsolete reference to HOLC 
bonds in section 5136, subsection seventh. It is approved. 


5. Restrict State authorities from subjecting national banks to exam- 
_, %tmation and licensing (p. 5) 

,, This recommendation is to insert in the statutes language which 

would prevent the States from requiring that a national bank be subject 

to examination or obtain a local license before exercising locally any 
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power which it has under Federal law. While it seems to the Com- 
mittee that the present statutes (being 12 U.S. C. A., sees. 484 and 
548) should be adequate, nonetheless any doubt should be resolved as 
suggested by the Comptroller. It is therefore approved. 

6. Contributions by national banks (12 U.S. C., sec. 24) (p. 6) 

This recommendation would clarify the law and enable national 
banks to make contributions irrespective of State law to nonprofit 
educational institutions and to organizations established for the pur- 
pose of civic improvement or betterment. While this departs from 
the “State law test” heretofore applied in this situation, the departure 
in this instance seems justified. It is therefore approved. 

7. Change of location of a national bank (12 U.S. C., sec. 30) (p. 7) 

This recommendation would (a) make any change in the location 
of the main office of a national bank within the limits of the city, 
etc., in which it is situated subject to prior approval of the Comp- 
troller, and (6) substitute the word “location” for the word “place” 
as a technical change in the text of the statute. The Committee believes 
that this change is in the interest of sound and consistent adminis- 
traion of the law. It is therefore approved. 


8. Rewrite of statutes re consolidations and mergers (12 U.S. C., 
secs. 33, 34, 34a, 34b, 34c) (p. 7) 

This recommendation would rewrite the noted sections to provide 
uniformity of various mechanical aspects of related statutes. Ina 
manner of speaking, it is a cleanup job on the statutes relating to 
stockholders’ meetings, etc., of national banks held for certain pur- 
poses, and to the Committee seems to be a desirable change. It is 
therefore approved. 


9. Branches retained after consolidation or merger (12 U.S. C., sec. 
36b) (p. 15) 

This recommendation would permit a national bank continuing on 
merger or consolidation with another bank under a resultant national 
bank charter to operate the branches the national bank theretofore 
lawfully operated without obtaining new approval from the Comp- 
troller. The Committee understands the proposition to be one of 
merely eliminating unnecessary paperwork in such cases as compared 
with broadening the power of national banks to have and operate 
branches. On the basis of such understanding being correct, this 
recommendation is approved. 


10. (This was withdrawn by the Comptroller and thus was not con- 
sidered by the Committee.) 
11. School savings programs (12 U.S. C., see. 36f) (p. 17) 

This recommendation would make it clear that the acceptance of 
deposits by an agent of a national bank at a school would not con- 
stitute unlawful branch banking, irrespective of the State law on the 
subject, While this departs from the “State law test” historically 
applied to branches of national banks, in view of the character and 
purpose of this particular recommendation and with the understand- 
ing that the activity would not cross State lines, it is approved. 
(Norr.—Compare recommendation 115 C.) 
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12. Payment of stock of national banks (12 U.S. C., secs. 26, 53, and 
54) (p. 17) 

This recommendation would conform the law to the practice fol- 
iowed by the Comptroller since about 1935 to the end that all stock 
of a national bank must be paid up 100 percent before the bank is 
2ermitted to open for business. As the Committee believes it is sound, 
it is approved. 

Unearned dividends (12 U.S. C., sees. 56 and 60) (p. 18) 

This recommendation would require that a national bank obtain 
the approval of the Comptroller of the Currency if the total of all 
dividends deelared in any calendar year exceeds its total net profits 
for that year plus its net profits for the preceding year, less any 
required transfers to surplus or to a fund for the retirement of any 
preferred stock. 

Under present law there is no such provision. 

It is recognized that oecasionally there occurs a case where divi- 
dend declarations which are made in technical comphance with the 
requirements of existing law nonetheless are not justified by present 
and accumulated earnings, result in a weakened and undercapitalized 
bank, and violates safe and sound banking practice. Present law 
should, therefore, be amended to vest in the Comptroller of the Cur- 
rency appropriate powers to prevent any such occurrence. The 
recommendation of the Comptroller is considered to be sound in prin- 
ciple, but it is questioned whether it would be practical or equitable 
in operation. It is therefore disapproved. 

An amendment to strengthen existing law to prevent the recur- 
rence of any such case should not be so restrictive in operation as to 
penalize the great bulk of conservatively, soundly, and safely ianaged 
banks. It is well known that the dividend policies and records of the 
Nation’s banks have been and are conservative in the interest of in- 
creasing bank capital in order to strengthen even further the banking 
system ‘and to enable it better to meet the ever -expanding credit needs 
of our country. However, the conservative dividend policy followed 


by the Nation’s banks understandably is not likely to aid the banks 
in attracting the additional capital which the banks need if they are 


to continue to meet the inc reasing credit needs of the ¢ ountry. Stock- 


holders in banks have had to be ¢ ‘ontent with a smaller dividend return 


on their invested capital than have the stockholders of other major 
segments of American business and industry. Hence, any amendment 


to ‘aceomplish the Comptroller's objective should avoid any undue bur- 
den on the dividend policy of banks generally. 

Accordingly the committee feels that the terms of the recommenda- 
tion of the C Somptroller should be amended so that the requirement for 
obtaining or approval of dividend declarations for any calendar 
year should be operative only in a case in which dividend declarations 
in any calendar year exceed net profits after taxes for the current 
year, plus retained net profits for the preceding 2 years. Such a pro- 
vision would supply the Comptroller with the additional author ity he 
needs to prevent any unsound dividend declaration and at the same 


time not impose an unduly restrictive limitation on all banks in order 
to prevent occasional abuse. 


The committee, therefore, recommends that the Comptroller’s pro- 
posal be amended as set out in the preceding paragraph. 
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14.* Jnerease in capital (12 U.S. C., see. 58) (p. 21) 

This recommendation is to repeal 12 United States Code, section 
58 as being obsolete for the reason that a capital increase occasioned 
by a stock dividend is now covered by 12 U. S. C. section 57 which 
controls. It is approved. 


‘ 


15. Cumulative voting in election of directors (12 U.S. ¢ 
(p. 21) 

This recommendation would eliminate mandatory cumulative voting 
in the election of directors of a national bank, but permit cumulative 
voting if provided for in the articles of association. It is the same as 
S. 256 which passed the Senate of the 84th Congress. In that session 
it was also reported favorably by the House Banking and Currency 
Committee. 

Under present Jaw cumulative voting is mandatory in election of 
directors of all national banks. 

Mandatory cumulative voting, although sound in theory, has not 
in practice worked well in many cases, with the result that necessary 

cohesion and unity in direction and management is disrupted and 
confidence impaired. 

As the committee believes that a permissive provision would be 
preferable to the existing mandatory provision, the recommendation 
is approved. 


., Sec. 61) 


16. Reserves of banking holding company affiliates (12 U.S. C., see. 
61le) (p. 23) 

This recommendation would provide that where there is more than 
one holding company affiliate for the same bank or group of banks 
only one holding company affiliate shall be required to maintain the 
statutory minimum reserve of readily marketable assets equal to 12 
percent of the bank’s stock it controls. 

Under present law, each holding company affiliate of a member 
bank is required to maintain the statutory reserve. 

The result of the present provision is that where a member bank 


has more than one holding company affiliate the minimum required 
reserve is multiplied by the number of bank holding company affiliates 


of the member bank. As it appears doubtful that this result. was in- 
tended by the Congress in enacting this provision, the committee 


approves this recommendation. 
The committee further recommends that 12 United States Code, 


section 61c be further amended to provide that these reserves may 
be used for “additions to” as well as replacements of capital. 


17. Shareholders’ lists (12 U.S. C., see. 62) (p. 24) 

This recommendation would make the list of stockholders of a na- 
tional bank subject to inspection by a stockholder for a proper pur- 
pose not inimical to the interests of the bank, and would deny the 
right of inspection to any creditor of the bank. 

Under present law the statutory right of inspection by a shareholder 
is not qualified by a requirement of showing proper purpose, and is 
available to any creditor of the association. These unusual provisions 
of the present law were founded on the provision for double liability 
which formerly attached to stock held in a national bank. Further 
with respect to the right of access by a shareholder, there would ap- 
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ear to be no good reason for granting to a shareholder of a national 
bank a broader right of access than is enjoyed by shareholders of 
corporations generally. 
Accordingly this committee agrees that this provision of —s 
law should be modified and the recommendation is therefore approved. 
approved. 


18.* Shoreholders’ individual liability (12 U.S. C., secs. 63, 64 and 
64a) (p. 24) 
Inasmuch as all double liability connected with stock of national 
banks has been eliminated, this is approved. 
19.* Shareholders’ individual liability (12 U.S. C., secs. 65 and 66) 
(p. 26) 


For the reason stated in recommendation 18 above, this likewise is 
approved. 


20.* Date of electing national bank directors (12 U.S. C., sec. 75) 
(p. 26) 


This recommendation is to clean up the statute re day on which 
directors of national banks shall be elected. It deals solely with 
mechanics and is therefore approved. 


21. Removed officer or director prohibited from voting stock (12 
U.S. C., see. 77) (p. 27) } 

This recommendation would deprive an officer or director of a na- 
tional bank removed from office under title 12 United States Code, 
section 77 from voting his shares for any purpose at any regular or 
special meeting of shareholders. Further, any transferee of the 
shares of any removed officer or director might not vote such shares 
without the consent of the Comptroller of the Currency. 

Present law contains no such provision. 

The remedy of unconditional deprivation of the right to vote stock 
as proposed by the Comptroller poses possible questions of legality 
and of abuse. Such questions could well weaken the effectiveness of 
such a remedy if enacted into law. 

While the committee is sympathetic with the objective which the 
Comptroller seeks, the recommendation for the reasons above is 
disapproved. 


92.* Liabilities of national banks under the Reconstruction Finance 
Corporation Act (12 U.S. C., sec. 82) (p. 28) 

This recommendation would eliminate as an excepted liability of 
national banks indebtedness incurred to the Reconstruction Finance 
Corporation. Since no national bank now has any indebtedness in- 
curred under the Reconstruction Finance Corporation Act, and since 
the Reconstruction Finance Corporation is in process of liquidation, 
this recommendation is approved. 


23. Exception to 10-percent limit on obligations (12 U. S. C., sec. 84) 
(6) (p. 29) 
Here the Comptroller makes two distinct recommendations, which 


he numbers (1) and (2). The committee has considered them sep- 
arately, viz: 
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Recommendation 23 (1) —This would permit national banks to lend 
one obligor not more than 25 percent of capital and surplus against 
insurable perishable readily marketable staples under refrigeration 
during a loan period not exceeding 6 months. It is approved. 

Recommendation 23 (2).—This would permit a national bank to 
acquire e?ther negotiable or nonnegotiable installment consumer paper 
from one seller with recourse or guaranty in an amount not in excess 
of 25 percent of the bank’s capital and surplus. It is disapproved. 

In lieu of this recommendation of the Comptroller the committe: 
recommends a change which consists of that which the Comptroller 
suggests, supplemented by a proviso to the effect that the 10-percent 
limitation (as regards the maker) shall apply rather than the 25- 
percent limitation (as regards the endorser) where, after evaluation 
of the responsibility of each maker has been made, an officer of the 
bank, designated for such purpose by its board of directors, certifies 
that in acquiring such paper from the particular seller the acquiring 
bank is relying primarily upon the uliestinen of the makers for 
payment of the paper. 

Under present law nonnegotiable recourse installment consumer 
paper is subject to the 10-percent limitation, whereas such negotiab/e 
paper is subject to no limitation. Thus the Comptroller’s recommen 
dation 23 (2) is very restrictive as to negotiable paper and is some- 
what liberalizing as to such nonnegotis able paper. 

The committee views this problem thus: 

(A) There is no reason here to view such nonnegotiable paper 
in any different hght than negotiable paper, or vice versa. 

(B) There is no reason to differ with the Comptroller’s recom 
euubelinn in cases where the acquiring bank does not evaluate 
the responsibility of the individual maker but rather relies pri- 
mi ? ily upon the responsibility of the endorser (or guarantor). 

C) But where the acquiring bank does evaluate the maker’s 
capensis, there should be a different rule. In other words, 
if the acquiring bank 7s looking to the maker after investigation, 
why should not the transaction for loan limit ourposes be deemed 
to be a loan to the maker rather than to the salons ¢ 

It is on this analysis that the committee disagrees with the Comp- 
troller and makes the recommendation which it does. 


24, Kaception to 10-percent limit on obligations concerning dairy cat- 
tle (12 U.S. C., sec. 84) (p. 32) 

This recommendation would permit national banks to acquire to 
a limit of 25 percent of capital and surplus obligations of dealers 
in dairy cattle arising out of the sale of dairy cattle which bear a 
full-recourse endorsement or unconditional gu: iranty of the seller. 

Under present law obligations arising out of the sale of dairy cattle 
do not frequently qualify under any of the exceptions to the basic 
statute. - 

The present law presents unnecessary and undesirable obstacles to 
the convenient financing of the sale of dairy cattle, and it is therefore 
approved. 


85473—56——3 
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25. Loans secured by obligation of the United States (12 U.S. C., sec. 
84) (p. 33) 
This is a technical amendment to broaden the exception of the eighth 
exception to section 5200 by striking from the law the words “in the 
form of notes.” It is approved. 


26. Banking facilities at military posts (p. 34) 

This recommendation would provide that national banks may, under 
their designation as depositories and agents of the United States, 
open and operate banking facilities exercising limited banking func- 
tions, as may be specified and limited by the Secretary of the Treasury, 
at military installations when so requested by the United States with- 
out such facilities being considered as branch offices. It is disapproved 
because legislation on the subject is not necessary. 


27. Reserves of national banks outside the United States (12 U.S. C., 
sec. 144) (p. 35) 


This recommendation would eliminate the requirement that the 
Comptroller must approve the national bank in which reserves of 
national banks located outside the United States be kept. It is 
approved. 

As the statute presently requires that reserves of such national 
banks be kept in national banks, the committee recommends that it 
be further amended to permit such reserves to be kept in State mem- 
ber banks as well. 


28. Reports to Comptroller (12 U.S. C., sec. 161) (p. 36) 

This recommendation would change from 5 to 10 days the time 
within which national banks must transmit required call reports to 
the Comptroller. It is approved. This is like S. 2996, which Senator 
Robertson, of Virginia, introduced in the 84th Congress. 

This section further requires that such reports be attested by “at 
least three directors.” The committee feels that this is an unduly 
burdensome detail, and therefore recommends that the requirements 
in regard to the attestation to the report by three directors be stricken 
from the statute. At page 11 of the record of the hearings, the Comp- 
troller interposed no objection to this. 


29.* Report of dividends and net earnings (12 U. S. C., sec. 163) 
(p. 37) 

This recommendation would eliminate the necessity of filing a 

report, which under present law is duplication. It is approved. This 

also was included in Senator Robertson’s S. 2996 of the 84th Congress. 


30. Shareholder approval of sale of bank assets (12 U.S. C., sec. 181) 
(p. 38) 

This recommendation would require approval, by a two-thirds vote, 
of the shareholders of a bulk sale of assets preliminary to voting vol- 
untary liquidation, except that in the case of emergency the Comp- 
troller of the Currency would be empowered to make a specific waiver 
of this requirement. 

Under present law shareholder approval is required to put a national 
bank in voluntary liquidation, but not to make a bulk sale of the bank’s 
assets. 
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In view of the importance to the shareholders of an agreement for 
sale of the bank’s assets, approval by two-thirds of the shareholders 
should be required. The Comptroller’s recommendation wisely 
makes provision for emergency situations where the distribution of 
a bank’s stock is such that approval by a two-thirds vote cannot be 
obtained in sufficient time to accomplish an emergency sale. 

This recommendation is approved. 


31.* Shareholders’ liability (12 U.S. C., secs. 191 and 192) (p. 39) 
This is like recommendations 18 and 19. Itis approved. 


32. FDIC as receiver of a closed national bank (12 U.S. C., sec. 197) 
(p. 40) 

This recommendation would substitute the FDIC in place of the 
Comptroller as receiver of a closed national bank where the FDIC 
is appointed receiver under title 12, United States Code, section 1821. 
It is a technical change and should be made. It is approved. 


33. Appointment of conservators (12 U. S. C., section 202 et seq.) 
(p. 42 
This recommendation would revise the Bank Conservation Act of 
1933. It is approved. 


34. Trust powers of national banks (p. 46) 

This recommendation would vest in the Comptroller of the Curren- 
cy authority to license and regulate the exercise of trust powers by 
national banks, and repeal section 11 (k) of the Federal Reserve Act 
(12 U. S. C. 248 (k)), which presently vests such authority in the 
Board of Governors of the Federal Reserve System. 

Under present law this authority is vested in the Board of Gover- 
nors of the Federal Reserve System. 

The authority to license and regulate the exercise of trust powers 
by national banks should logically vest in the Comptroller of the 
Currency who is charged by law with the supervision, examination, 
and regulation of such banks. Dispersal of authority over national 
banks does not make for sound and consistent supervision and regu- 
lation of the national banking system. This is accented particularly 
in connection with the determination of whether a peetigtlion national 
bank should be licensed to exercise trust powers. It would seem that 
the examining agency is best qualified to make the determination on 
the basis of firsthand knowledge of all the facts and circumstances on 
which such a determination should be made. It should also be noted 
that the power presently vested in the Board of Governors of the 
Federal Reserve Act applies only to national banks, and does not touch 
State member banks since the licensing and exercise of trust powers 
by State banks is properly vested in State authorities. 

For the above reasons, this recommendation is approved. 


(Nore.—If the Congress should see fit to adopt this recommenda- 
tion, there would remain with the Board of Governors the relatively 
minor area of regulatory authority the Board has over common trust 
funds under sec. 584 of the Internal Revenue Code, which relates to 
State as well as National banks. The committee believes that this 
should not be changed.) 
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3d. Limitation on real-estate loans (12 U.S. C., see. 371) (p. 49) 


Because of the importance e and the nature of the four separate rec- 
ommendations which the Comptroller has combined under “Real-estate 
loans” the committee has considered them one by one, viz: 

Recommendation 35 (1).—This would permit national banks to 
make loans with maturities not exceeding 18 months in an aggregate 
amount not exceeding 50 percent of the bank’s capital and surplus to 
finance the construction of industrial or commercial buildings if there 
is a valid and binding agreement by a financially responsible lender 
to advance the full amount of the bank’s loan on completion of the 
construction, without such loans being regarded as real-estate loans. 
This is approved ; but the committee believes that a combined agere- 
gate limitation of 100 percent of capital and surplus on loans for resi- 
dential, farm, industrial, and commercial construction would be a 
more reasonable and realistic figure and accordingly urges that the 
Comptroller’s recommendation be amended to this effect. 

Recommendation 35 (2)—This would permit national banks to 
make loans on leaseholds having at least 10 years to run beyond the 
maturity of the loan. This is approved. 

Recommendation 35 (3)—This would permit national banks to 
make loans to finance the construction of buildings upon the security 
of purchase contracts entered into under the P ublic Buildings Pur- 
chase Act of 1954 or the Post Office Property Act of 1954, without 
regard to the provisions of the section concerning loans on real estate. 
This is approved. 

Recommendation 35 (4)—This would permit national banks to 
make loans to established manufacturing or industrial enterprises 
which are secured by lease on the plant real estate which are for the 
purpose of fur nishing working capital and are not for the purpose of 
financing the construction of the manufactur ing plants or to refinance 
existing mortgage indebtedness on such plants, without such loans 
being considered as real-estate loans. 

The committee considers that an amendment to the real-estate loan 
section applicable to national banks, being section 24 of the Federal 
Reserve Act, to meet the problem discussed in the Comptroller’s recom- 
mendation 35 (4) is highly desirable but it is concerned with some of 
the limitations contained in the Comptroller’s recommendation. 

Manufacturing and industrial companies regularly borrow money 
from banks, both for working capital and to enlarge their facilities. 
These loans are expected to be repaid through the liquidation of in- 
ventory or receivables or Anca: the operations and earnings ex- 
pected to be derived from the facilities. In some cases, as protection 
against other creditors, existing or potential, or to prevent the bank 
from being in a less favorable lending position than other lenders, it 
is considered prudent judgment on the part of the bank to take a col- 
lateral mortgage on the facility of the borrower. These loans are 
really business loans and represent ordinary business financing and 
should not be treated as real-estate loans subject to the provisions of 
section 24 of the Federal Reserve Act. 

Accordingly, the committee recommends that the amendment to 
section 24 as recommended by the Comptroller in his recommendation 
35 (4) be modified so as not to base the exception on working capital 
loans as such but to base the exception on loans where made on the 
basis of repayment out of the operations of the borrower’s business, 
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when the bank relies primarily on the borrower’s general credit 
standing, forecast of operations with or without other security, but 
wishes to take a lien on the borrower’s real estate as a precaution 
against contingencies, whether present or future. 

The committee is of the opinion that the alternative aggregate 
limitation on real-estate loans under section 24 of the Federal Reserve 
Act of capital and surplus or 60 percent of time and savings deposits 
is unnecessarily restrictive with respect to banks which have a rela- 
tively low proportion of time and savings deposits. This situation 
arises particularly in communities where ‘the competition for savings 
is such that national banks cannot acquire savings at reasonable 
interest rates sufficient to permit these institutions to meet the normal 
demand of their customers for real-estate financing. The capacity of 
such banks to engage in mortgage lending seems to be unreasonably 
restricted by the present limitation. 

The committee, therefore, recommends that paragraph 1 of sec- 
tion 24 be amended to add the additional alternative of 20 percent of 
demand deposits. Thus amended, the statute would authorize a na- 
tional bank to make real-estate loans in an aggregate amount not ex- 
ceeding its capital and surplus, or 60 percent of its time and savings 
deposits, or 20 percent of its demand deposits, whichever is greater. 
It is the judgment of the committee that such additional alternative 
would reasonably liberalize the capacity of such banks to make mort- 
gage loans without in anywise exposing them to an undue risk. 


36. Deposits in corporations not supervised by any State banking 
authority (12 U.S. C., sec. 378) (p. 52) 

The present law prohibits any corporation, etc. to engage in the 
business of receiving deposits subject to check or to repayment 
upon presentation of a passbook, and so forth, unless so authorized 
by the laws of the United States or a State or unless to be examined 
pursuant to State laws. 

This recommendation would amend the statute to require that the 
corporation be subject to the banking laws of the State, else the 
receipt of such deposits would be unlawful. It is approved. 


37. Contributions to the Comptroller by the Federal Dr pra ane 
ance ¢ ‘orporation and Federal Reserve Board (12 U. . SEC, 
482) (p. 53 
This recommendation would require the Federal Deposit Insurance 
Corporation and the Federal Reserve Board, respectively, to pay to 
the Comptroller annually an amount equal to 50 percent of the cost 
incurred in examining State nonmember insured banks and State 
member banks, respectively, or, alternatively, that the Corporation 
and the Board pay the Comptroller for copies of reports of examin: : 
tion of national banks which are regularly given to the Board and 
made available to the Federal Deposit Insurance C orporation, such 
payment to be based on 50 percent of the cost of making such examina- 
tion and to be shared equally by the Corporation and the Board. 
This recommendation is disapproved. 
38.* Furnishing mformation to Federal Intermediate Credit banks 
(12 U.S. C., see. 1091) (p. 55) 
This recommendation would provide that information regarding the 
condition of a national bank shall be made available to the Farm Credit 





* 
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Administration but not to a Federal Intermediate Credit Bank. It 
involves interrelations of Federal agencies. It is however approved. 


39.* National Agriculture Credit corporations (12 U. S. C., sees. 
1151-1322) (p. 56) 


This is to repeal obsolete sections. It is approved. 


40.* Bonds of HOLC (12 U.S. C., sec. 1463c) (p. 56) 


This is to repeal obsolete reference to bonds of HOLC which are 
no longer outstanding. It is approved. 


41. Acting Comptroller on Board of FDIC 


This is a duplicate of a recommendation of FDIC. See recom- 
mendation 87. 


42. Mergers or consolidations of insured banks (p. 57) 


This is like recommendations 85 (p. 113) and 114 (p. 144). The 
committee’s position on all three is set forth under recommendation 
114. 


43. Use of certain words as part of business name (18 U.S. C., sec. 
709) (p. 59) 

This recommendation conforms to S. 2891 of the 84th Congress 
and it is approved. 


44. National bank examination reports privileged against disclosure 
(p. 62) 

This recommendation is to add to the National Bank Act a new 
provision that reports of examination of national banks and related 
correspondence are confidential documents and may not be disclosed 
except with the approval of the Comptroller. This is approved sub- 
ject to the same notation that is made under recommendation 115E. 


45. Merged or consolidated bank as branch office (p. 63) 


This recommendation is for a new statute to authorize a national 
bank, with the approval of the Comptroller, to establish and operate 
as a branch or branches the office or offices of a national bank acquired 
by a consolidation, merger, or assumption transactions, when the 
Comptroller of the Currency has found that insolvency of the acquired 
bank is imminent and when the Federal Deposit Insurance Corpora- 
tion has advised the Comptroller in writing that the proposed acquisi- 
tion and the establishment of a branch or branches by the acquiring 
bank is in the public interest. 

While the merit of the reasoning advanced by the Comptroller in 
support of this recommendation is recognized, nonetheless this recom- 
mendation departs from the “State law test” historically applied to 
branches of national banks. For this reason this recommendation is 
Fog disapproved. (Committee member Lester V. Chandler 

issents. ) 


45A. Administration of employee benefit plans of national banks 
(p. 63) 

This recommendation is for a new statute to establish certain re- 
strictions and limitations with respect to the establishment, opera- 
tion, and investments of employee benefit funds, and would authorize 
examination of such funds by the Comptroller of the Currency. 
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Under present law the Comptroller of the Currency does not have 
the authority proposed in this recommendation. 

For some time now the Congress, as well as several agencies in the 
executive branch of the Federal Government, have been studying the 
need for additional Federal legislation with respect to the establish- 
ment and regulation of employee benefit plans generally. In the sec- 
ond session of the last Congress the Subcommittee on Pension and 
Welfare Funds of the Senate Labor and Public Welfare Committee 
made an extensive report of its findings and recommendations in this 
area. The subcommittee also reported to the full committee proposed 
legislation which would impose reporting and disclosure requirements 
with respect to the financial details of the operation of employee 
benefit plans. As this proposed legislation was reported late in the 
last session of Congress, no action was taken on it. It seems reason- 
ably clear at this time that that or similar legislation will be intro- 
duced and pressed in the next Congress. 

In the light of these considerations, it would seem to be premature 
for the Congress to consider this recommendation at this time. For 
this reason this recommendation is disapproved. 


45B. Increase in debt limit of a national bank 

Section 5202, United States Revenue Service (12 U. S. C., see. 
82), limits to 100 percent of capital less losses the indebtedness which 
a national bank may incur. The statute presently excepts from this 
limitation nine types of liability such as, for example, liability for 
deposits. 

The effect of this limitation on unexcepted transactions is believed 
to be unnecessarily restrictive on national banks with respect to bor- 
rowings by one bank from another in the normal course of corre- 
spondent banking and in connection with the maintenance of required 
Federal Reserve balances. It should be noted that State authorities 
have considered it unnecessary to impose such restrictions on indebted- 
ness incurred by State banks. 

The committee therefore recommends that the present limitation 
of 100 percent of capital with respect to the indebtedness which a 
national bank may incur be increased to 100 percent of capital and 
surplus and that the section be made inapplicable to capital funds 
obtained through the issuance of subordinated debt obligations as 
referred to in recommendation 45D following. 


45C. Loans and investments in bank buildings 


Under section 24A of the Federal Reserve Act (12 U.S. C. 371d) 
a national or member State bank may not, without the approval of 
the Comptroller of the Currency or the Board of Governors, as the 
case may be, invest in bank premises or in the securities of an affiliate 
holding such premises or make loans on the securities of such affiliate 
if the aggregate of all such loans and investments exceeds the capital 
stock of the bank. 

The inequitable operation of this statute is accentuated by the 
present limitation of 100 percent capital. The present limitation 
works unevenly depending on the relationship of capital and surplus 
in various banks: Thus, a bank whose surplus is large in relation to 
its capital suffers in contrast with a bank of the general size which 
maintains large capital in relation to its surplus. 
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As a solution to this problem, the committee recommends that the 
aggregate limit of such loans and investments should be changed to 
provide a maximum of 100 percent of capital or 50 percent of combined 
capital and surplus, whichever is greater. 
45D. Issuance of preferred stock or debt obligations by banks 

Under present law a national bank may issue preferred stock under 
section 301 of the Emergency Banking Act of 1933 (12 U.S. C. 51a), 
but as this and related provisions are presently worded the use thereof 
at least suggests that the issuance is by way of an emergency. Fur- 
ther, under present law a national bank cannot issue debt obligations 
as a means of acquiring additional capital. (In order that there may 
be no misunderstanding, the committee uses the term “debt. obliga- 
tions” here meaning obligations for money which are subordinate to 
the claims of not only the depositors but also of al7 creditors of the 
national bank.) 

The restrictions of present law on the acquisition of additional 
capital by banks are not, in our judgment, reasonable. There are 
times, such as at present, when banks should have access to additional 
‘apital without total reliance on common capital. In some circum- 
stances, preferred stock or debenture issues would offer a better and 
more feasible means of acquiring additional capital. Expansion of 

capital by this means is also advantageous for the reason that capital 
represented by such securities can be contracted by redemption or pay- 
ment at any time that the additional capital represented by such 
securities is not needed in the business. ‘The use of such securities, 
therefore, provides a flexible means of adjusting the capital require- 
ments of banks to the needs of the times. 


The committee therefore recommends that consideration be given 
to enactment of laws which would authorize the issuance of preferred 


stock or debt obligations by national banks for the purpose of acquir- 
ing additional capital. 


45E. Employee stock options 

There is no present statutory authority by which national banks are 
permitted to establish stock option programs for their employees. 
That such stock option programs have successfully served the purpose 
for which they were established is demonstrated by the continuing and 
broadening use of such programs throughout the country. Today 
such programs are generally recognized as a major solution to the 
problem of developing, acquiring, “and maintaining high-grade per- 
sonnel in business and industry. 

Thus, the committee recommends that the Congress study the prob- 
lem to the end that appropriate action be taken to authorize national 
banks to establish employee stock option programs. 


45F. National banks writing insurance 

Under title 12, United States Code, section 92, being paragraph 11 
of section 13 of the Federal Reserve Act, national banks in towns of 
5,000 or less may act as agent in writing fire, life, or other insurance. 


Under some State laws, State banks in larger communities may do 
likewise, 


Thus, the committee recommends that this section be amended so as 
to permit national banks in townsites of more than 5,000 population 











STUDY OF BANKING LAWS 15 


to do likewise if State banks and trust companies may do so under 
State law or practice. 
45G. Elimination of the circulation privilege 

The committee recommends that the laws relating to the circula- 
tion privileges of national banks be repealed and that if the same be 
done that the necessary change be made in title 12, United States Code 
Section 82. (See recommendation 22.) 
Part II. RecommMenpations ReLatine To THE Feperat Reserve Acr 

AND Member Banks 


46.* Reserve Bank Organization Committee (12 U.S. C., sees. 222, 
223, 225, 224, and 281) (p. 65) 

This recommendation is to eliminate reference in the statutes to the 
Reserve Bank Organization Committee and to repeal the 13th para- 
graph of section 2 of the Federal Reserve Act as being obsolete. It 
is approved. 

47.* Subscription by national banks to Federal Reserve bank stock 
(pars. 3, 5, 6, and 7 of sec. 2 of Federal Reserve Act) (p. 67) 

This recommendation is to eliminate obsolete provisions and make 
it clear that all national banks must be members of the Federal Re- 
serve System. It is approved. 

48. Liability incident to ownership of Federal Reserve bank stock 
(12 U.S. C. sec. 502) (p. 68) 

This recommendation is to amend the cited statute thereby elimi- 
nating double liability presently incident to ownership of stock in a 
Federal Reserve bank. It is approved. 

49.* Subscription to Federal Reserve bank stock by the United States 
(12 U.S. C. sees. 283-286) (p. 69) 

This recommendation is to repeal as obsolete statutory provisions 
relating to the purchase of stock in Federal Reserve banks by the 
public and by the United States. It is approved. 

50.* Original organization of Federal Reserve banks (12 U.S. C. 
secs. 341, 302, 305, and 308) (p. 70) 
This recommendation is to repeal as obsolete various portions of 


the Federal Reserve Act in the main dealing with the original Organ- 
ization Committee. It is approved. 


51. Federal Reserve bank directors residents of District (12 U.S. C., 
secs. 302, 305) (p. 72) 

This recommendation is to amend the Federal Reserve Act to pro- 
vide that every Federal Reserve bank director shall be a resident 
of the district of the Federal Reserve bank on whose board he is 
serving, and that he shall cease to be a director when he ceases to be 
a resident of the district. It is disapproved. (Committee member 
Lester V. Chandler dissents.) 

In lieu of the Board of Governor’s recommendation the committee 
recommends that the pertinent qualification for appointment to, and 
continuation on, the board of directors of a Federal Reserve bank as 


85473—56—_—4 
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a class A, B, or C director should be based upon the principal place 
of business of the person appointed and not residence. 

The recommendation that qualification for appointment as a di- 
rector should depend upon principal place of business, rather than 
residence, is based upon the committee’s view that the principal place 
of business of a person identifies such person in a more important 
aspect with the banking and commercial interests of the district than 
the matter of residence. This view is, of course, particularly ap- 
pliable in reference to metropolitan centers. 

If the suggestion of the committee is not accepted then, in such ease, 
the committee suggests, as an alternative, that provision be made 
which would permit persons resident within a 50-mile radius of each 
Reserve city to serve on the board of the Federal Reserve bank in that 
city as well as persons who are resident within the district of that 
Federal Reserve bank. 


52. Service on Reserve bank boards or Federal Advisory Council 
(12 U.S. C., sees. 302 and 261) (p. 74) 

This recommendation is that Federal Reserve bank directors, other 
than the Chairman, be prohibited from serving more than 2 consecu- 
tive terms of 3 years each and that members of the Federal Advisory 
Council be prohibited from serving more than 6 consecutive terms 
of 1 year each. It is disapproved. (Committee member Lester V. 
Chandler dissents. ) 

In lieu of the Board of Governor’s recommendation the the com- 
mittee recommends that the terms of service of Federal Reserve bank 
directors and members of the Federal Advisory Council should be 
determined by the respective Federal Reserve banks. 

It is the committee’s opinion that advantages of preserving and 
promoting the autonomy of the Federal Reserve banks outweigh the 
possible benefits from rotation and the present system has been 
beneficial. 


53. Federal Reserve agents and assistant Federal Reserve agents 
(12 U.S. C., secs, 305 and 306) (p. 75) 


This recommendation pertains to the delegation of the duties of 
Federal Reserve me to qualifications for the position and who 
shall serve in the absence of the agent. It is approved. 


54. Payment of Reserve Bank earnings to Treasury (12 U.S. C. secs. 
289 and 414) (p. 77) 

This recommendation is to provide for payment of a percentage 
of the net earnings of the Federal Reserve Banks to the United States. 
It is approved. 

As to the alternatives suggested by the Board of Governors the 
committee prefers the franchise tax method. 


55. Use by Treasury of funds received from Federal Reserve Banks 
(12 U.S. C., sec. 290) (p. 79) 

This recommendation is to repeal the provision which requires that 
net earnings derived by the United States from Federal Reserve 
banks be applied to the reduction of the public debt. It is 
disapproved. 
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56. Tawation of Federal Reserve Bank stock (12 U.S. C., see. 531) 
(p. 80) 

This recommendation would remove the present exemption from 
taxation of dividends on Federal Reserve bank stock issued prior to 
the effective date of the Public Debt Act of 1942. 

Although it is believed that the present exemption rests on con- 
tract, at least by implication, no sound reason appears why with 
drawal of the exemption should turn on the question whether it is 
founded on contract or on statute, and the withdrawal of exemption 
effected by section 6 of the Public Debt Act of 1942 turned simply 
on the question whether the issuer was the United States or any of 
its agencies or instrumentalities. 

Withdrawal of the present exemption would be inequitable and 
would result in substantially increasing the tax burden of member 
banks. 

The committee suggests that as this recommendation involves tax 
ation it should be referred to the appropriate committees of the 
Congress for their consideration. In any event this committee does 
not favor this recommendation. (Committee member Lester VY. 
Chandler dissenting. ) 


57.* Capital notes and debentures eligible for purchase by Recon- 
struction Finance Corporation (12 U.S. C. see. 321) (p. 81) 

This recommendation is to remove from the statutes reference to 
the stock and capital notes of banks held by the RFC as being obsolete. 
It is approved. 

58. Reports from member banks (12 U.S. C., sec. 324) (p. 82) 

This recommendation provides that the authority of the Board of 
Governors be broadened and clarified to the end that the Board be 
empowered to prescribe different forms for reports of condition and 
earnings and dividends for various groups of State member banks; 
to require such reports on a sample basis from designated banks; 
and to require or waive, in its discretion, publication of such reports. 
It is disapproved. 

If the Board of Governors wishes to propose a reasonable classifi- 
cation of banks according to size and to recommend that the group 
of smaller banks shall not be required to furnish more than two 
reports in any year, the committee would concur in that recommenda- 
tion provided that a reasonable limitation is placed on the number 
and kinds of reports which the group of larger banks may be required 
to furnish in each year. 

The committee feels any change with reference to reporting re- 
quirements should be coordinated with changes in reporting require- 
ments of the Comptroller and FDIC. 

The committee opposes the recommendation that the Board of Gov- 
ernors be authorized to require the publication of earnings and divi- 
dend reports since such reports are a confidential matter between 
the supervisory authorities and the individual bank. The committee 
recognizes that while there are banks, whose stocks are widely held, 
which do publish their earnings reports voluntarily, there are, on the 
other hand, banks, whose stock is not widely held, where the matter 
of publication should be left to the individual bank and _ its 
stockholders. 
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Even in the case of banks which do customarily publish their earn- 
ings, the form of the publication has been selected by the individual 
bank and has become known to its stockholders. If the Board of 
Governors is permitted to prescribe the form of reports of dividends 
and earnings and to require the publication thereof and such form 
is archaic or dissimilar to the ees, form of report, publication 
of such reports could only result in public confusion and misunder- 
standing. 

The committee is of the opinion that adoption of the sampling 
technique requiring reports from only designated banks, authority for 
which is recommended by the Board of Governors, could seriously 
impair the usefulness of statements of condition of member banks for 
statistical purposes and study of historical trends. 


59.* References to section 12B of the Federal Reserve Act (12U.8.C., 
sec. 329a) (p. 83) 
This recommendation is a technical one to remove language now 
obsolete as a result of the FDIC being removed from section 12B 
of the Federal Reserve Act. It is approved. 


60. Stock acquisitions in connection with absorptions (12 U.S. C., 
secs. 335 and 24) (p. 84) 

This recommendation is to provide that with the approval of the 
Board a State member bank may purchase and okt taleseranity 
stock of another bank as one step in the process of absorbing such 
other bank through merger or otherwise. It is approved. (Note— 
Comparable provision should be included for national banks.) 

61.* Obsolete provisions regarding Federal Reserve Board Members 
(12 U.S. C., sec. 241) (p. 85) 

This recommendation is to delete from the statutes material which 
is clearly obsolete. It is approved. 

62.* Reference to number of Board members. (12 U.S. C., sec. 244) (p. 
87) , 

This recommendation is to correct error in the statute where refer- 
ence is made to six members of the Board of Governors. It is ap- 
proved. 

63. Reservation of powers of Secretary of Treaswry (12 U.S. C., sec. 
246) (p. 87) 

This recommendation is to remove as outmoded certain language 
in the cited statute. It is approved. 

64. Federal Reserve branch buildings (12 U.S. C., sec. 522) (p. 88) 

This recommendation is to give more latitude to the Board in the 
matter of expenditures for branch buildings. It is approved. 


65. Advances to groups of member banks (12 U.S. C., sec. 347a) (p. 
89) 


This recommendation is to meee section 10a of the Federal Re- 
serve Act as being unnecessary. It is approved. 
66. Simple majority for all Board actions (p. 90) 


This recommendation is that the various provisions of the Federal 
Reserve Act which require that certain actions be approved by a speci- 
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fied number of the members of the Board of Governors be amended 
to require only the affirmative vote of a majority of a quorum of the 
Board. It is disapproved. 

In stating its reasons for this recommendation, the Board of Gov- 
ernors pointed out that some very a actions of the Board 


may be taken by the affirmative vote of a majority of a quorum, and 
concludes that, since some important actions may be taken upon such 
a vote, it is not reasonable to require that other important actions be 
taken upon the affirmative vote of a larger number of the members 
of the Board. In the view of the committee this reason is not per- 
suasive. 

The committee believes that the question presented is whether or 
not, since some important actions are required to be approved by 
— numbers of the members of the Board, all important actions 
should not require the affirmative vote of more than a majority of 
a quorum. For example, since the sixth paragraph of section 19 of 
the Federal Reserve Act requires the affirmative vote of not less than 
4 members of the Board for a change in the reserve requirements—a 
matter of undoubted widespread interest and broad effect on the econ- 
omy of the country—should not other matters of equal interest and 
importance, such as matters relating to discount rates and credit poli- 
cies, be determined by more than a majority of a quorum, that is, by 
more than 3 persons? 

Apcordinaty. the committee recommends, in view of the general im- 
portance of the decisions of the Board of Governors, that the Board 
should act in all matters upon the affirmative vote of not less than a 
majority of the members of the Board in office at the time. (Norn.— 
This recommendation eliminates the problem voiced by Governor 
Robertson at the hearings to the effect that it would be unreasonable 
to require an affirmative vote of 4 members if at the time there were 
only 5 members of the Board in office.) 


67. Fiscal agency operations of Federal Reserve banks (12 U.S. C., 
secs. 248a, 248], and 391) (p. 92) 

This recommendation is to add to the statutes a provision authoriz- 
ing the Board to exercise supervision and regulation of the operations 
of Federal Reserve banks as fiscal agents of the United States or its 
agencies. It is disapproved. 


68.* Incorrect reference to section 20 of the Federal Reserve Act (12 
U.S. C., sec 248e) (p. 93) 
This recommendation is to correct a statutory reference. It is ap- 
proved. 


69. Revocation of trust powers of national banks (12 U. S. C., see. 
248k) (p. 94) 

This recommendation is that the Board of Governors be authorized, 
on complaint by the Comptroller of the Currency, to revoke trust 
powers of national banks if it is determined, after hearing, that such 
powers are being unlawfully or improperly exercised. It is disap- 
proved whether recommendation 34 becomes law or not. 

In a large number of cases the trust activities of banks are not only 
an integral, but also a very important, part of the business of such 
banks. If the authority of any such bank to engage in trust activities 
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were to be terminated, such revocation would not only affect dras- 
tically the business and standing of the bank but would raise sub- 
stantial questions in reference to ‘the existing trusts held by the bank. 
Under the recommendation of the Board of Governors revocation 
could be ordered by the Board, after complaint by the Comptroller 
and hearing by the Board, whenever in the Board’s opinion trust 
powers are being unlaw fully or improperly exercised. On the other 
hand, if such a bank should violate provisions of the National Bank 
Act, its charter could only be forfeited if the violation of law had been 
determined and adjudged by a proper Federal court in a suit brought 
for that purpose by the Comptroller of the Currency (12 U. S. C., 
sec. 93). 

At the hearings on November 9, 1956, before the Senate Banking 
and Currency C ommittee, Governor Robertson when questioned about 
this recommendation stated : 


I would agree with you that it’s very drastic. And in the 
case of a large institution where the trust functions are really 
significant, the better way to do it would be to take the appro- 

pr riate measures to forfeit the charter of the institution itself. 

But we are thinking in terms not of that sort of a situation 

but of one where you have an otherwise sound institution 
which has been granted trust powers but is too small to really 
employ the kind of people who ought to operate a trust 
department. In that sort of a situation it seems to me that 
there should be ways and means of terminating the trust 
activities of that institution without jeopardizing the insti- 
tution as a whole * * *. (hearings, p. 226). 


The committee believes that the present power of the Board to grant 
or deny applications under section 11k is adequate for the cases to 
which Governor Robertson refers. 

The committee does not believe that the Board of Governors (or 
the Comptroller if sec. 11 (k) authority should be transferred to him) 
should be given such broad and dr astic powers which apparently are 
not intended to be exercised except in very special circumstances. 


70.* References to bonds issued under Home Owners’ Loan Act and 
bonds of Federal Farm Mortgage Corporation (12 U.S. C., 
sec. 347) (p. 94) 
This recommendation is to delete obsolete reference to HOLC bonds. 
It is approved. 
71.* References to national agricultural credit corporations (p. 95) 


This recommendation is to delete obsolete references to the captioned 
corporations. It is approved. 

72. Repurchase agreements of Federal Reserve banks (p. 96) 

This recommendation is that Federal Reserve banks shall be specif- 
ically authorized to make repurchase agreements with respect to Gov- 
ernment securities and that such activities shall be subject to the di- 
rection of the Federal Open Market Committee. 

A special committee of the New York Clearing House Association 
is presently studying, at the written request of the Federal Reserve 
Bank of New York, the broad question of dealer financing. The 
specific authority, which the Board here recommends should be 
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granted, is an integral part of that study. Thus this committee feels 
that it is not appropriate for it to consider this recommendation at 
this time. 

73. Settlement fund (12 U.S. C., sec. 467) (p. 96) 

This recommendation is to make certain changes in and remove 
obsolete provisions from the settlement fund statute. It is approved. 
74. Federal Reserve notes (12 U.S. C., sees. 411-422) (p. 98) 

This recommendation is to “clean up” the language on Federal 
Reserve notes. It is approved. 

75. Federal Reserve bank notes (p. 102) 

This recommendation is to remove obsolete and no longer signifi- 
cant provisions of the statutes relating to Federal Reserve bank notes. 
It is approved. 

76. Obsolete provision regarding reserve requirements (p. 105) 

This recommendation is to repeal the paragraph following the 
sixth paragraph of section 19 of the Federal Reserve Act as being ob- 
solete. It is approved. 

77. Payment of interest on deposits (p. 106) 
This recommendation is considered under recommendation 115 F. 


78. Interest on demand deposits of savings banks and of public funds 
(p. 107) 

This recommendation is to delete obsolete language in 12 United 
States Code, section 371 a. It is approved. 

79. Reserves against deposits of public moneys (p. 108) 

The committee approves the first part of this recommendation that 
the obsolete provisions of the First and Second Liberty Loan Acts, 
to the effect that reserves need not be maintained against deposits of 
public moneys, should be repealed ; it désapproves, however, the second 
part of the recommendation that a provision be inserted in the law to 
the effect that member banks shall be required to maintain the same 
reserves against deposits of public moneys by the United States as 
they are required to maintain against other deposits. 


80.* Obsolete provision as to loans to executive officers of member 
banks (12 U.S. C., sec. 375a) (p. 109) 
This recommendation is to remove from the cited statute language 
which is now obsolete by lapse of time. It is approved. 


81. Loans to executive officers (12 U.S. C., sec. 375a) (p. 109) 

This recommendation is to increase the present $2,500 exemption 
from the prohibition on loans by a member bank to an executive of- 
ficer (as defined by the Board of Governors) to $5,000. It is 
approved. 

This committee feels that the Board has not gone far enough in 
this matter. Thus the committee recommends as follows: 

(a) The requirement that exempted loans can be made only with 
prior approval of a majority of the whole board of directors should 
be eliminated, and in lieu thereof the requirement should be only that 
exempted loans should be reported to the Board. 

The committee feels that the requirement of advance authorization 
by a majority of the full Board is both an unnecessary burden on the 
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time of the Board and a bottleneck to the making of meritorious loans, 

(b) The statute itself should define executive officers and as includ- 
ing only (i) the principal executive officers, (ii) the officers who are 
heads or acting heads of departments, divisions or branches, and (iii) 
any officer who under the operating procedures or rules of the particu- 
Jar bank has individual authority to make loans in excess of $5,000. 

The Board of Governors, in regulation O has defined an executive 
officer to mean— 

every officer of a member bank who participates in or has au- 
thority to participate in the operating management of the 
bank or any branch thereof otherwise than in the capacity 
of a director of the bank, regardless of whether he has an 
official title or whether his title contains a designation of as- 
sistant and regardless of whether he is serving without salary 
or other compensation (sec. 1 (b), regulation O). 
Obviously this definition includes substantially every officer of a bank 
and many nonoflicers whether or not such persons have any authority 
or function whatever in reference to the making of loans. The com- 
mittee feels that the statute should contain the definition which it has 
suggested. 

(c) The requirement that if an executive officer borrow from or be 
or become indebted to any bank he shall make a written report to the 
board of his bank stating the date and amount of the loan or indebted- 
ness, the security therefor, and the purpose for which the proceeds have 
been or are to be used, should be made inapplicable in the case of— 

(i) Home mortgage loans or indebtedness until the aggregate ! 
thereof exceeds $15,000, and ) 

(ii) All other loans or indebtedness until the aggregate thereof | 
exceeds $5,000. 

In this day of installment and time price buying, there undoubted- 
ly exists many instances where an officer’s time price obligation turns 
up in a member bank without his ever being aware of the fact. Even 
vee a direct loan is involved, compliance with the statute is burden- 
some and embarrassing. Here likewise the committes feels that there 
should be some relaxation on the duty of reporting (as there is an 
exemption in the matter of making a loan from his own bank) loans 
from or indebtedness to a member bank other than his employer. 





er 


82.* Investment by national banks in foreign financing corporations 
(12 U.S. C., sec. 601) (p. 111) 
This recommendation is to repeal as obsolete the fourth paragraph 
of section 25 of the Federal Reserve Act. It is approved. 


§3. Powers of foreign branches of national banks (p. 111) 

| This recommendation is added as a new paragraph to this statute 

regarding powers of foreign branches of national banks. It is like S. . 

3922 of Senator Robertson of Virginia in the 84th Congress. It is 
approved. 


84. Procedure for removal of directors and officers (12 U.S. C., sec. 77) 


(p. 112) 
This recommendation is merely to remove participation by the Fed- 


eral Reserve agent in such matters: It is approved. 
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85. Bank mergers (p. 113) 


This is like recommendations 42 (p. 57) and 114 (p. 144). The com- 
mittee’s position on all 3 is set forth under recommendation 114. 


85A. Audit of the Federal Reserve Board 

This is a recommendation of the Federal Reserve Board and is 
to require that the Board be audited annually by a firm of certified 
public accountants. It is approved. (See hearings, pp. 229-30.) 


85B. Audits of Federal Reserve banks 


This likewise is a Board recommendation for authority to advise 
with outside accountants as relates to the examinations made of each 
Federal Reserve bank. It is approved. (See hearings, p. 230.) 


85C. T'ransacting business before authorized (par. 5 of sec. 4 of the 
Federal Dione, Act) 

This recommendation was to strike paragraph 5 of section 4 of the 
Federal Reserve Act as being no longer necessary. The paragraph 
provides that no Federal Reserve bank shall transact anything except 
organizational business until the Comptroller has authorized it to 
commence business. As the committee is not aware of any reason for 
the continued retention of the paragraph, the recommendation is 
approved. 


85D. Deleting language re compensation of Federal Reserve agent 
(5 sentences of par. 20 and last sentence of par. 21 of sec. 4 of 
Federal Reserve Act) 

This recommendation is to strike from paragraphs 20 and 21 of see- 
tion 4 of the Federal Reserve Act reference to compensation of the 
Federal Reserve agent as the matter is otherwise covered in the law. 
It is approved. 


85E. Deleting reference to Philippine Islands 


This recommendation is to strike reference to the Philippine Islands 
where it appears in paragraph 2 of section 15 and paragraph 1 of sec- 
tion 25 (a) of the Federal Reserve Act. It is approved. 


85F. Repeal of sec. 13B of the Federal Reserve Act 

This recommendation is to repeal section 13B of the Federal Reserve 
Act on the ground that it has been little used and that the Federal 
Reserve banks should not complete with commercial banks in the 
lending field. Therefore the recommendation is approved. 


Parr IIT. RecommenpaAtTions RELATING TO THE FEDERAL Deposir 
InsuRANCE Act AND INsuRED BANKS 


86. Zerm of office of appointive Directors (sec. 2 of Federal Deposit 
Insurance Corporation Act) (p. 117) 

This recommendation would produce staggered 6-year terms for 
members of the Board of Directors. If no change is to be made in 
the form of top management of the Federal Deposit Insurance Corpo- 
ration as recommended in 115H this proposal is approved. See recom- 
mendation 115H. 
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87. Comptroller of the Currency as a member of the Board (sec. 2 of 
Federal Deposit Insurance Corporation Act) (p. 118) 
Recommendations (a), (6), and (c) would permit the Acting 
Comptroller of the Currency to be a member and to be Chairman of 
the Board under certain circumstances, and to specify more precisely 
the contents of the certificate re being an officer or director of an in- 
sured bank. If no change is to be made in the Board of the Federal 
Deposit Insurance Corporation as recommended in 115H, this proposal 
is approved. (See recommendation 115H.) 
88.* Definitions (sec. 3 (f) and (g) of Federal Deposit Insurance Cor- 
poration Act) (p. 119) 
This recommendation would repeal the statutory definitions of 
“mutual savings bank” and “savings bank.” It is approved. 
89. Trust funds in a noninsured bank (sec. 3, subsec. 1, Federal Deposit 
Insurance Corporation Act) (p. 120) 


This recommendation would eliminate from the assessment base the 
amount of trust department deposits in noninsured banks and clarify 
the fact that such deposits are not insured. It is approved. 


90. Haclusion from deposit insurance of deposits of branches m 
Alaska, Hawaii or the Virgin Islands (sec. 3, subsec. 1, of Fed- 
eral Deposit Insurance Corporation Act) (p. 121) 
The recommendation is to terminate the privilege of mainland banks 
of excluding their deposits in branches in Alaska, Hawaii, or the Vir- 
gin Islands from insurance. It is approved. 


91. Insurance of interest on deposits (sec. 3 (m) of Federal Deposit 
Insurance Corporation Act) (p. 121) 


The recommendation would add to the amount of any insured 
deposit any interest accruing to the date of closing of the bank. It is 
approved. 


92. Transferred deposit as payment of insured deposit in closed bank 
(sec. 3 (n) of Federal Deposit Insurance Act) (p. 122) 

The recommendation would restore ** to the statute the express as- 

surance that the transferred deposit be payable on demand. It is 

approved. (**See Federal Deposit Insurance Corporation Act as it 


existed prior to revision by act of 1950, by which earlier act a trans- 
ferred deposit was “subject to withdrawal on demand.”) 


93. Definition of branch (sec. 3 (0) of Federal Deposit Insurance Cor- 
poration Act) (p. 123) 

The recommendation would eliminate any question that a “branch” 
is only one located in the United States or certain Territories, and make 
it clear that it is one located anywhere. It is approved. 

94. Insurance of deposits in national banks (sec. 4, subsec. (b) of Fed- 
eral Deposit Insurance Corporation Act) (p. 123) 

The recommendation would amend the law to require all national 
banks, including those outside the territorial limits, to be insured 
banks. It admittedly affects only one bank, the Bishop National 
Bank of Hawaii. The reason for the recommendation is to produce 
uniformity in having all national banks insured. The committee 
thinks this is an insufficient reason and the recommendation is 


disapproved. 
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95. Change of term “thorough examination” to “examination” (sec. 
5 of Federal Deposit Insurance Corporation Act) (p. 124) 

In all cases where the statute refers to “thorough examination” the 
recommendation is to eliminate the word “thorough” on the ground 
that there is no reason to distinguish degrees of thoroughness and that 
the use of the adjective appears to be accidental in the statute.** 
While theoretically the recommendation has much to commend it, 
under the present circumstances it could be misunderstood, and per- 
haps misconstrued, if the Congress were so to amend the law. For 
that reason the recommendation is disapproved. (**This committee 
has not checked the legislative history of the word. Nonetheless it is 
constrained to feel that it adds nothing to the word “examination” 
which it precedes, not only in (sec. 5 of the Federal Deposit Insurance 
Corporation Act, but also sec. 10 (b) of the Federal Deposit Insurance 
Corporation Act and sec. 5240 U.S. Rev. Stat. re national banks.) 


96. Maintenance of assessment record (sec. T (a) of the Federal De- 
posit Insurance Corporation Act) (p. 124) 

The recommendation would amend the statute to make the retention 
by insured banks of the records which permit verification of the cor- 
rectness of the assessment base mandatory for no more than 5 years. 
It is approved. (Note that an insured bank may retain them longer 
if it so desires. ) 


97. Assessment credit (sec. 7 (d) of the Federal Deposit Insurance 
Corporation Act) (p. 125) 

Recommendation (a) relating to December 31, 1950 transfers is 

approved. 

tecommendation (6) specifically authorizing the application of 
credit to credits due and not disputed or its refund to a bank in liquida- 
tion is approved. 

Recommendation (¢) permits carryover of overpayments in com- 
puting “total assessment,” and it is approved. 

Recommendation (d) suggests a change of language from “oper- 
ating costs and expenses” to “administrative and operating costs,” and 
it is approved. 

Recommendation (e) would authorize the Corporation, in computing 
“net assessment income” to include reserves for potential losses other 
than insurance losses. The only losses authorized by the statute are 
insurance losses; to authorize reserves against losses other than insur- 
ance losses would authorize by implication the payment of some other 
kind of losses. The recommendation is disapproved. 


98. Limitation on action for assessment payment (sec 7 (g) of Federal 
Deposit Insurance Corporation Act) (p. 126) 
The recommendation eliminates from the 5-year limitation of action 


for an unpaid assessment a proviso for such causes of action existing 
more than 5 years and less than 6 years at the time of passage of the 


statute, giving 1 more year in which to bring suit. It is approved. 
99. Procedure for termination of insured status (sec. 8 (a) of Federal 
Deposit Insurance Corporation Act) (p. 127) 


Recommendation (a) would substitute the words “engaged in” for 
the word “continued” where the statute refers to directors or officers 
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having “continued unsafe or unsound practices in conducting the busi- 
ness of the bank.” The change is to enable the Corporation to termi- 
nate insured status if the unsafe practice is “engaged in,” as compared 
with being continued. It is approved. (In approving this recom- 
mendation this committee is not to be deemed to “ passing upon any 
legal construction of the present language of this section of the Fed- 
eral Deposit Insurance Corporation Act. ) 

Recommendation (6) substitutes “and” for “or” in listing the au- 
thorities to whom notice of the proposed proceeding is given, and 
improves the evident sense of the sentence. It is approved. 

Recommendation (¢) authorizes a shortened period of 20 days for 
the correction of the unsafe practice, instead of 120 days, in cases 
where the Board finds in its aadion that the insurance risk is un- 
duly jeopardized. It is approved. 

Recommendation (d@) authorizes the State supervisory authority, 
not only for nonmember insured State banks, but also for member 
State banks, to shorten the 120-day period in which the unsafe prac- 
tice must be corrected, and takes this power from the Board of Gov- 
ernors of the Federal Reserve System (to the extent that the power 
is conferred by the Federal Deposit Insurance Corporation Act). 
Because it seems preferable that only the Comptroller, for national 
banks, or the State authorities, for State banks, be the primary super- 
visors, the recommendation is approved. 

Recommendation (e) would transpose the fourth and fifth sen- 
tences of the section to produce a more logical sequence of thought, 
and it is approved. 

Recommendation (f) would amend the sentence dealing with the 
nonappearance of the bank at the hearing, to make it clear that no 
evidence against it need be adduced, and that the person conducting 
the hearing need only certify to the nonappearance. It is approved. 


100.* Section 9 of the Federal Deposit Insurance Act (p. 130) 

The recommendation would change the labels “First” to “Tenth” 
to “(a)” to “(j)” respectively, and it is approved. 

101. Employment, statement, and compensation (sec. 9, fifth of Fed- 
eral Deposit Insurance Corporation Act) (p. 131) 

The recommendation would make clear that the Corporation in 
employing, discharging, or paying its employees is not subject to the 
civil-service laws of the United States. This was a specific recom- 
mendation to the Commission on Organization of the Executive 


Branch of the Government. (See Task Force Report on Lending 
Agencies, February 1955, p. 25.) It is approved. 


102. Application of Corporation for subpena (sec. 10 (c) of Federal 
Deposit Insurance Corporation Act) (p. 131) 

The recommendation would enable the Board’s authorized agent 
conducting an investigation for the Corporation to apply to the courts 
for a subpena in the name of the Corporation and eliminate the re- 
quirement that the Federal Deposit Insurance Corporation Board 
itself has to seek a subpena. It is approved. (Implementing lan- 
guage should also take into consideration recommendation 115H). 
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103. Immunity from prosecution (sec. 10 (d) of Federal Deposit 
Insurance Corporation Act) (p. 152) 

The recommendation would repeal the grant of immunity from 
prosecution to witnesses who testify in an FDIC investigation under 
subpena. It is approved. 

104, Certification of re cords (sec. 10 (2) of Federal Deposit Insurance 
Corporation Act) (p. 133) 

The recommendation would simplify the certification of records for 
introduction in evidence. It is approved. 

The subsection (g) of section 10 of the act, as amended (12 U.S. C. 
1820 (g)) seems to give to photographic copies of the records of the 
FDIC evidential force far beyond what is necessary and customary 
in comparable statutes (possibly even more force than the originals 
of which they are copies), in providing that they are “ admissible to 
prove ay act, transaction, occurrence, or event therein recorded.” 
It is therefore recommended that section 10 (g) be repealed and a 
substitute section enacted which simply makes such copies sufficient 
substitutes for originals and excuses the nonproduction of the original 
under the so-called best evidence rule. 


105. Deposit insurance fund (sec. 11 (a) of Federal Deposit Insur- 
ance Corporation Act) (p. 134) 
The recommendation would amend the section to eliminate refer- 
ences to the obsolete “Temporary Deposit Insurance Fund” and the 
“Fund for Mutuals” and certain dates now past. It is approved. 


106. Liability of Corporation for insured deposits (sec. 11 (b) and 
(f) of Federal Deposit Insurance Corporation Act) (p. 134) 
The recommendation would amend the statute so that in all cases 
where an insured bank is closed without adequate provision being 
made for the payment of its depositors, the Corporation would have 
immediate authority to discharge its insurance obligation, without 
being impeded by State authorities, It is approved. (Notn.—Lan- 
guage implementing this should be carefully checked so that it covers 
situations only where there is imminence of insolvency.) 


107.* Additional liability of national bank stockholders (sec. 11 (da) 
of Federal Deposit Insurance Corporation Act) (p. 136) 

The recommendation is to repeal the section dealing with the addi- 
tional liability of stockholders of national banks. It is approved. 
108. Vew national bank organized to assume deposits (sec. 11 (h) 

to (1) of Federal Deposit Insurance Corporation Act) (p. 
136) 

The recommendation (@) would permit the national bank organized 
pursuant to the act to transact such business as the Comptroller of the 
C urrency, in his discretion, will allow. Itisapproved. (Note that in 

‘Recommendation” and “Reason” at pp. 138, 139 of the committee 
print reference in (a) should be to the eighth sentence of section 11 
(i) of the Federal Deposit Insurance Corporation Act.) 

Recommendation (6) would permit the national banks, so formed, 
an additional operating period of 2 years, in 6-month periods, if the 
Board of the Corporation deems it necessary for the needs of the com- 
munity. It is approved. 
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109. Receiver of an insured bank (sec. 12 (a) of Federal Deposit In- 
surance Corporation Act) (p. 139) 

The recommendation clarifies the status of temporary employees 
of the receiver of a closed bank, as employees of the receivership 
estate and not employees of the FDIC. It is approved. Note that 
the principle which the committee has in mind is the addition to 
section 11 (d) of the Federal Deposit Insurance Corporation Act of 
the following language: 


Notwithstanding any other provision of law, temporary 
employees hired by the Corporation to assist it in performing 
its duties and functions as receiver of any insured bank shall 
be deemed to be employees of the receivership estate. The 
Corporation, as receiver, shall obtain insurance protection 
adequate to protect the Corporation and the receivership 
estate against any loss resulting from such dishonest, fraudu- 
lent or criminal act of any such employee and against liability 
for any tort committed by such employee in the course of his 
employment. 


110.* Liability of depositor as stockholder of closed bank (sec. 12 (da) 
of Federal Deposit Insurance Corporation Act) (p. 139) 
The recommendation would delete reference to the nonexistent 
liability of stockholders of insured banks. It is approved. 


111.* Loans to and asset purchases from receivers or liquidators 
(sec. 13 (d) of Federal Deposit Insurance Corporation Act) 

(p. 140) 
The recommendation would change a reference to the provisions 


of State laws from “express provisions” to “applicable State law.” 
It is approved. 


112. Civil service retirement and disability benefits and employees’ 
compensation benefits (p. 141) 

The recommendation is to restore to the Treasury or the appropriate 
fund all retirement or disability benefit payments made by the Gov- 
ernment on behalf of Corporation employees since the beginning of the 
Corporation to the present, and authorizes the Corporation to con- 
tinue these payments in the future, at an expenditure of roughly $3.5 
million for past service, and annually an estimated $300,000 hereafter ; 
in addition, to clarify the position of the employees as entitled to 
unemployment compensation benefits. The committee interposes no 
objection to the proposals; provided the necessary cost of the move 


is charged to the capital account of FDIC and not to “net assessment 
income.” 


113. Accounting and auditing of the Corporation on calendar year 
basis (sec. 17 (c) of Federal Deposit Insurance Corporation 

Act) (p. 1438) 
The recommendation would change the Corporation’s fiscal year 
from one ending June 30 to the calendar year, and eliminate an 
obsolete date reference. Some of the Corporation’s accounting is now 


on a calendar year basis, and the recommendation makes that a uni- 
form rule. It is approved. 
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114. Regulation of bank mergers (sec. 18 (c) of Federal Deposit 
Insurance Corporation Act) (p. 144) 


The recommendation is the same as recommendations 42 of the 
Comptroller (p. 57) and 85 of the Board of Governors of the Federal 
Reserve System (p. 118) and would amend the Federal Deposit In- 
surance Corporation Act, subsection (c) of section 18 (12 U.S. C. 
1828 (c)) as it was sought to be amended by S. 3911, 84th Congress, 
and would provide for the approval of all bank mergers involving 
insured banks (heretofore only mergers which reduced capital re- 
quired FDIC approval) by the Comptroller, if the resulting bank is 
a national bank, or by the Board of Governors, if the resulting bank is 
a State member bank, or by the FDIC if the resulting institution is a 
nonmember insured bank. © The proposed recommendation specifically 
requires consideration of the competitive aspects of the proposed 
merger, would require each agency to solicit the views of the other 
two on this point, and would authorize ascertainment of the attitude 
of the Department of Justice regarding the competitive and monopo- 
listic aspects of the merger. It is approved. 


115. Loans to examiners of the Corporation (p. 145) 

The recommendation would exempt lenders and examiners and 
assistant examiners from the provisions of sections 217 and 218 of 
title 18 of the Criminal Code prohibiting loans by member banks or 
insured banks to such persons and such loans could be made under 
regulations of the FDIC. It is approved. (Nore.—The committee 
assumes that FDIC in its regulations will impose appropriate safe- 
guards such as a prohibition against lending to examiners where they 
have participated in an examination of the lending bank within 2 
years of the date of the loan.) 


115A. Audits of insured banks (suggested by FDIC during hearings) 

The recommendation is for legislation authorizing the Board to re- 
quire an audit of insured bank by a certified public accountant in any 
case where it determines, in its discretion, that the affairs of the bank 
are in such state that its books and records may not reveal its true 
condition. Zhe recommendation is disapproved. 

The problem here as presented by the testimony of FDIC is that of 
an insured bank which has no internal or external auditing system in 
which the FDIC has confidence. The argument is that if it can compel 
the bank to have an external audit, its examination of the books of the 
bank will reveal its true condition. 

Grounds for such eee are, First: that the Corporation 
under existing law has ample power by its own examiners to do what- 
ever is necessary to ascertain a bank’s true condition. It appears to 
the committee that section 10 (b) of the act is entirely adequate in that 
regard. Note that it is at least as broad as section 5240 United States 
Revised Statutes under which the Comptroller has operated for years. 
Secondly, unless precise definition is undertaken, it seems unwise to in- 
troduce a new concept into the statute and impliedly make a distine- 
tion between “audit” and “examination.” The committee believes that 
the Corporation should make every effort to encourage insured banks 
to develop sound internal audits or to have external audits if profes- 
sional accountants are reasonably available for that purpose. 
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115B. Authority to prescribe by regulation employments that may 
involve conflict of interest (suggested by FDIC during hear- 
ings) 

The recommendation would enable the Corporation to make regula- 
tions governing the employment of its employees by insured banks, 
and similar situations of possible “conflicts of interest.” While a 
reasonable interpretation of the Corporation’s power would seem to 
include this by inference, no harm will result from conferring the 
power expressly. 

The recommendation is approved. It is to be noted that the Comp- 
troller apparently has had no difficulty through the years without a 
statute. (Nore.—The committee has not given consideration to any 
proposed regulation.) 


115C. Branch banking and school savings (suggested by FDIC during 
hearings ; see recommendation 11) 

The recommendation is to amend subsection (0) of section 3 (12 
U.S. C. 1815 (0)) which defines a branch the establishment of which 
requires approval by the Corporation, to add a proviso that the ac- 
ceptance of deposits as part of a school savings plan should not be 
construed to be the operation of such a branch. It is approved. 


115D. Time for filing claims against receiver of closed banks (sug- 
gested by FDIC) 

The recommendation is to change subsection (e) of section 12 of the 
act (12 U. S. C. 1822 (e)) so that depositors of a closed bank in re- 
ceivership would be required to file their claims against the FDIC 
within the time limited by State law for filing claims against the re- 
ceiver. The 18 months presently allowed may exceed some such State 
limitation and deprive the FDIC of its subrogation rights. It is 


approved. 


115E. Privileged quality of FDIC, examination reports (suggested 
by FDIC; see recommendation 44) 

The recommendation is to amend subsection (f) of section 10 to add 
a provision that the examiners’ reports of examination of insured 
banks and related correspondence are confidential documents and may 
not be disclosed except with the consent of the Corporation. | Litiga- 
tion involving bank management frequently raises this problem, and it 
has at least once been the subject of judicial determination. (See 
Overby v. U.S. F. & G. Co., 224 F. (2d) 158, C. C. A. 5th, 1955.) It 
should be clarified, and the recommendation is approved. (Notr.— 
The committee by its approval does not intend to hee a position for or 
against disclosure by the executive branch to the legislative branch of 
the Government. ) 


115F. Absorption of exchange as indirect payment of interest (see 
recommendation 77 of the Federal Reserve Board) 

There is a conflict in ruling between the Board of Governors for 
member banks, and the FDIC for nonmember insured banks on 
whether absorption of exchange is the payment of interest on demand 
deposits and hence prohibited by law. The FDIC has ruled under 
the differing language of section 18g of its act, that the absorption of 
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exchange is not the payment of interest. The committee disapproves 
of recommendation 11 of the Federal Reserve Board. 

The committee does however recommend the following: 

1. That section 18 (g) of the Federal Deposit Insurance Corpora- 
tion Act of 1950 (title 12 U. S. C. A. see. 1828 (g)) be amended to 
read as do sections 371a, 3871b, and 461 of title 12 United States Code 
Annotated which relate to the payment of interest by member banks 
of the Federal Reserve System. 

2. That in making the amendment above referred to the Senate 
committee in its report on the bill state that the reason for the amend- 
ment is to produce the result that the present ruling of the Board of 
Governors of the Federal Reserve System, which prohibits the absorp- 
tion of exchange as constituting the unlawful payment of interest on 
demand deposits (see regulation Q of the Federal Reserve), shall be 
the rule applicable not only to State member banks, but also to non- 
member insured banks. 

The committee's reasons for the recommendation are as follows: 

A. The present lack of uniformity is deplorable. It is the view of 
the committee that this is true particularly when the history of the 
statutes involved is considered. A brief résumé of that history is 
relevant, and the committee believes that it demonstrates that the 
original intent of Congress was that there should be uniformity rather 
than lack thereof, and further that absorption of exchange 7s interest. 

1933.—(1) The genesis of the present problem lies in section 11 (b) 
of the Banking Act of 1933, effective June 16, 1933, which inserted 
a new paragraph 12 to section 19 of the Federal Reserve Act (12 
U.S.C. A. 371a), which read thus: 


No member bank shall, directly or indirectly, by any de- 
vice whatsoever pay any interest on any deposit which is 
payable on demand * * * 


1933.—(2) The FDIC was created by section 8 of the Banking Act 
of 1933 which inserted section 12b in the Federal Reserve Act. There 
was nothing whatsoever in section 12b in regard to the payment of in- 
terest on demand deposits. 

1935.—(3) Then came the Banking Act of 19385, which became ef- 
fective August 23, 1935. Section 324a of that act inserted another new 
paragraph in section 19 of the Federal Reserve Act, reading (as it 
now does) thus: 

The Board of Governors * * * is authorized for the pur- 
poses of this section to define the terms “demand de- 
posits” * * * “deposits payable on demand” * * * to de- 
termine what shall be deemed to be a payment of interest 
and to prescribe such rules and regulations as it may deem 
necessary to effectuate the purposes of this section and pre- 
vent evasions thereof * * * (12U.8.C. A., sec. 461). 

1935.—(4) From 1933 to 1935 the sole prohibition against the pay- 
ment of interest on demand deposits was that set out in (1) above 
which pertained only to member banks of the Federal Reserve System. 
In 1935 the power of the Federal Reserve Board was further increased 
on the subject, as is pointed out in (3) above. But what else occurred 
in 1935¢ Section 101 of the Banking Act of 1935 revamped then 
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section 12b of Federal Reserve Act and inserted therein the following 
with respect to FDIC, viz: 


The Board of Directors (of FDIC) shall by regulations 
orohibit the payment of interest on demand deposits in 
insured nonmember banks, and for such purpose it may define 
the term “demand deposits”; but such exception from this 
prohibition shall be made as are now or may hereafter be 
prescribed with respect to deposits payable on demand in 
member banks by section 19 of this act (the Federal Re- 
serve Act), as amended, or by regulation of the Board of 
Governors of the Federal Reserve System. 


So in 1935 we have the power of the Board of Governors enlarged and 
the FDIC for the first time brought into the subject. But note that 
the statute itself explicitly required the FDIC to honor the “excep- 
tions” which “are now or may hereafter be prescribed * * * by regu- 
lation of the Board * * *.” Was it the intent of Congress, or is it 
the law, that the FDIC must follow the Board of Governors in their 
rulings in favor of exceptions but need not do so when the Board rules 
that no exception exists? It is difficult to believe that such was the 
congressional intent. 

1937.—(5) When the provisions of both the Banking Act of 1933 
and 1935 are considered there seems to be no plausible argument to 
demonstrate either that the Board of Governors lacked power in 
1937 to promulgate regulation Q as it did, or that such regulation 
was ‘Ch as a matter of law. Regulation Q read thus (as it now 
does) : 


Within this regulation any payment to or for the account 
of any depositor as compensation for the use of funds con- 
stituting a deposit shall be considered interest. 


1937.—(6) The regulations of the FDIC in 1937 read just the same 
as did regulation Q as quoted in (5) above. The respective regula- 
tions were issued jointly. 

1943.—(7) In September 1943 the Board of Governors published 
in the 1943 Federal Reserve Bulletin, p. 817, its ruling which stated 
that absorption of exchange for a customer was the unlawful pay- 
ment of interest. Shortly after this ruling was issued the FDIC 
in 1944 added a footnote to its regulation (which read just like regu- 


lation Q) condoning absorption. Such footnote read and reads 
thus: 


The absorption of normal or customary charges by an in- 
sured nonmember bank in connection with the routine col- 
lection for its depositors of checks drawn on other banks, 
does not constitute the payment of interest within the pro- 


ead of this part. (See footnote (6) to FDIC regulation 
329.2. 


1944.—(8) The so-called Brown-May bank bill was introduced 
in 1944 for the express purpose of authorizing member and non- 
member insured banks to absorb exchange charges. While this bill 
passed the House it was defeated in the Senate in December 1944. 

1950.—(9) In the Federal Deposit Insurance Act of 1950 (64 Stat. 
873), approved September 21, 1950. Section 18 (g) of the new 
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act carried forward the same language which had been inserted in 
the FDIC law by the Banking Act of 1935. 

B. The committee’s recommendation achieves the uniformity which 
it believes the Congress originally intended. The committee is fa- 
miliar with the doctrine of legislative history having the force of 
law but doubts its applicability here. 

C. The direct or indirect payment of interest on demand deposits, 
for the purpose of the matter under discussion should be unlawful 
both as to nonmember insured banks as well as member banks which 
are also insured. If in a given case the Board rules that the facts 
do not involve a violation and the FDIC is required by law to fol- 
low the ruling as it is (see (4) above) it is exceedingly difficult to see 
either the logic or justice of the converse not being true likewise. 

D. The ruling as to absorption of exchange constituting the pay- 
ment of interest should be the rule and such rule should be ap- 
plicable to all insured banks alike. 

E. In the light of the history of the statutes and their admin- 
istration to this date if they were made to read alike following the 
present Federal Reserve statutes (rather than the FDIC) uniform 
interpretaions on all past questions would of necessity result and 
uniformity should result in the limited area of new questions which 
may arise in the future. 


115G. Znerease in assessment credit 


So far as the committee is aware, no study has been made which 
would provide an actuarial basis for determining the underwriting 
liability of FDIC. It is essential that such study be made and we be- 
lieve that such study is feasible. 

Our concept of the purpose of FDIC is that it is unrealistic to 
assume that FDIC was intended to insure depositors against losses 
occurring on a major scale incident to economic or other disaster, any 
more than the fire-insurance industry can insure against losses, incident 
to all-out atomic war, 

Under this concept the present deposit insurance fund seems entirely 
adequate. The fund now exceeds $1.7 billion which is equal to 1.41 
percent of insured deposits. 

In the 22 years that the Corporation has been in existence it has dis- 
bursed for working-capital purposes in the aggregate less than $290 
million in connection with receivership and deposit-assumption cases. 
More particularly, of this amount actual losses during the entire period 
amounted to only $19 milion and estimated possible future losses on 
eases that are still active amount to only $9 million. Thus, total 
actual or contingent losses of $28 million during the entire period are 
substantially less than the $39 million of income from investments 
accruing to the fund in the year 1955 alone. Furthermore, the fund 
was increased by more than $56 million in the year 1955 as a result of 
assessments. (See 1955 FDIC Annual Report.) 


Even so, the committee, because of the lack of a factual study, is not 
. prepared to recommend any specific rate of assessment. On the other 
hand, the committee sees no reason to continue to enlarge the fund 
pending completion of a study. 
Thus the committee recommends as follows: 
A. That a study be undertaken promptly and expeditiously to 
determine a reasoned formula for computing the proper premium 
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cost to the insured banks for the risk involved, in the light of the 
present size of the Deposit Insurance Fund supplemented by annual 
increases from income and assessments. 

B. That meanwhile the Congress amend section 7 (d) of the Federal 
Deposit Insurance Corporation Act so as to provide that 1 year from 
the date of enactment of the act the annual net assessment income shall 
be credited pro rata to the insured banks, 
115H. Charge in form of organization of the FDIC 

The Corporation is presently directed by a Board of 3 consisting 
of 2 appointed by the President, and the Comptroller ex officio, Con- 
sidering the particular functions of FDIC the diffusion of responsi- 
bility among the three-member Executive Board, despite the statutory 
provision for a chairman, cannot but impair the efficient functioning 
of the agency. 

Accordingly, the committee recommends that the statute be amended 
to vest the management of the Corporation in a single executive, to 
be appointed by the President, by and with the advice of the Senate. 

In a situation as complex as that presented by our present banking 
structure, the greatest freedom of intercommunication, exchange of 
viewpoints, and coordination of action is vital. We further recom- 
mend that there be established a board to serve in an advisory capacity. 
We suggest that such board consist of the Chairman of the Board of 
Governors (with the power to name a nominee from among the Board 
of Governors of the Federal Reserve System) and the Comptroller 
ex officio, and a third member to be appointed by the President. The 
third member should be qualified by experience to represent State 
supervisory authority viewpoint. Such a board would provide a 
statutory means of assuring to the executive of the FDIC the benefits 
now derived from the presence of the Comptroller in its councils, and 
add the same benefits from the Board of Governors and State super- 
visors viewpoint. 


Parr LV. RecoMMENDATIONS RELATING TO FEDERAL SAVINGS AND 
Loan ASSOCIATIONS 


GENERAL RECOMMENDATION 1 


Relationships between savings and loan associations and affiliates 
(p. 148) 

This recommendation would authorize the Board (Federal Home 
Loan Bank Board) to define, regulate, examine, and require reports 
of so-called affiliates of savings and loan associations which are 
members of the Federal home-loan banks or are insured institutions. 
The Federal Home Loan Bank Board states that the purpose of its 
recommendation is to enable the Board to regulate and proscribe any 
“self-dealing” transactions and relationships between such savings 
and loan associations and the individuals and organizations with 
which these associations and/or their officers and directors may be - 
“affiliated.” 

The committee disapproves this recommendation, on the grounds 
of (a) insufficient information on which to appraise it, (>) the general 
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and indefinite authority conferred upon the Board in its legislative 
proposal, and (c) the absence of appropriate statutory tests and 
standards to govern the administration and enforcement of such 
provisions, 

The committee believes that representatives of the Home Loan Bank 
Board and of the savings and loan industry should attempt to develop 
by conference and study a proposal which would carry out the Board's 
objective in a manner which would obviate the grounds for the ad- 
visory committee’s disapproval as spelled out in (a), (0) and (c) 
above. 

The committee wishes to point out that recommendation 166F, be- 
ing Standards of Conduct, should be of great assistance to the home- 
loan bank in correcting the problems posed by the Board concerning 
self-dealing transactions and sciediaensiion. 


GENERAL RECOMMENDATION 2 


Strengthening the examination powers (p. 148) 

This recommendation would give the Board power to supervise 
and examine associations which are members of a Federal home-loan 
bank which are not federally chartered or insured associations. It 
is disapproved. 

The committee does not believe that the Board has made an adequate 
case to support this recommendation. The hearings developed that 
as a matter of operating policy membership in the Home Loan Bank 
System is not now made available to State-chartered savings and loan 
associations which are not insured, nor in the hearings did the Board 
recommend that membership in the Home Loan Bank System be con- 
ditioned on membership in the Federal Savings and Loan Insurance 

Yorporation. Accordingly, the Board’s recommendation would affect 
some 700 noninsured State-chartered associations. 


GENERAL RECOMMENDATION 3 


Regulation of Federal home-loan bank members (p. 149) 

This recommendation of the Board would extend to State-chartered, 
noninsured associations the power the Board now has over federally 
chartered and insured associations with respect to advertising, sales 
plans and practices, and other operating practices. 

The committee disapproves this recommendation for the reasons 
set forth under general recommendation 2 above. 


GENERAL RECOMMENDATION 4 


Removal of directors or officers (p. 150) 

This recommendation of the Board would empower it to remove 
an officer or director of a Federal savings and loan association who 
has violated or is violating any law or regulation respecting his as- 
sociation, or his duty to such association, or who has or is engaged 
in unsafe or unsound practices in conducting the business of the 
association. The committee has considered this recommendation to- 
gether with recommendation 144 which follows. 
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GENERAL RECOMMENDATION 5 


Criminal offenses (p. 150) 

This recommendation of the Board would prohibit any person who 
has been convicted of a criminal offense involving dishonesty or 
breach of trust from serving as a director, officer, or employee of an 
association which is a member of a Federal home-loan bank or is 
insured by the Federal Savings and Loan Insurance Corporation, ex- 
cept with the written consent of the Board. Under present law (12 
U. S. C. 1829) such a prohibition is applicable to banks insured by 
the Federal Deposit Insurance Corporation. It is approved. 


GENERAL RECOMMENDATION 6 


Conversions (p. 150) 

This recommendation of the Board would empower it to regulate 
conversion of a State-chartered mutual savings and loan association 
insured by the Federal Savings and Loan Insurance Corporation 
from a mutual association into a stock-type operation. The Board 
has already issued regulations with respect to a conversion of a Fed- 
eral savings and loan association into a stock-type company. 

The committee disapproves the requested extension of the power of 
the Board over insured State-chartered mutual associations on the 
ground that control over such a conversion of a noninsured institu- 
tion should lie with the authorities of the State concerned and not 
with Federal authorities. 


116.* Re use of word “Board” (p. 151) 

This recommendation of the Board involves a purely technical 
amendment which would substitute the word “Board” for the word 
“board,” wherever the latter appears in the Federal Home Loan 
Bank Act. It is approved. 


117.* Definitions (p. 151) 


This recommendation would make certain minor technical clarify- 
ing mendments to the Federal. Home Loan Bank Act. Due to their 
number they are not set out here. It is approved. 


118. Home-loan bank districts (p. 153) 


This recommendation would clarify the authority of the Board to 
create new Federal home-loan bank districts not to exceed 12. 

The committee approves provided that no Federal home-loan bank 
district shall be merged or abolished without an affirmative vote of 
the board of directors of the Federal home-loan bank affected, or 
without congressional approval. 

119.* Eligibility of borrowers (p. 153) 

This recommendation would repeal obsolete references to “non- 
member borrowers” under the Federal Home Loan Bank Act, elimi- 
nate the present definition of the term “time deposits,” and give the 
Board power to define the term “time deposits” by regulation. It 
is approved. 

120.* Territorial limitations (p. 154) 

This recommendation would make a minor technical amendment 

to section 4 of the Federal Home Loan Bank Act by deleting the 
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words “under this section” where they appear in subsection (b) of 
section 4 and substituting therefor the words “under this act.” It is 
approve d. 

121. Liquidity requirements (p. 155) 


This recommendation would amend the Federal Home Loan Bank 
Act to empower the Board to define the liquidity requirements that 
must be maintained by member institutions and to classify member 
institutions on a basis of net liquidity. It is disapproved. 


122. ¢ apital stock of home loan banks (p. 155) 

This recommendation would make certain technical amendments 
to section 6 of the Federal Home Loan Bank Act involving the dele- 
tion of obsolete material with respect to the capitalization and estab 
lishment of Federal home loan banks, and would also empower the 
Board to set up standards of sound management and home financing 
policies, nonconformance to which could deprive a member of the right 
to obtain advances frem a Federal home loan bank or of membership 
in a Federal home loan bank. It is approved. 


123. Directors of home loan banks (p. 159) 

This recommendation would make certain amendments to the Fed- 
eral Home Loan Bank Act, particularly with respect to the appoint- 
ment and terms of office of directors of Federal home loan banks. It 
is approved. 

124. Federal Savings and Loan Advisory Council (p. 161) 

This recommendation would amend the Federal Home Loan Bank 
Act to ew that a member of the Federal Savings and Loan Ad- 
viso Youneil who, at the time of his election, is a resident of the 
district for which he is elected, does not cease to be a member if he 
ceases to be such a resident, and would remove obsolete references 
to the relationship of the Advisory Council to the Federal Savings and 
Loan Insurance Corporation and to its trustees. It is approved. 


125.* Advances by home loan banks (p. 162) 

This recommendation would make certain minor technical amend- 
ments to the Federal Home Loan Bank Act with respect to obsolete, 
overlapping, and inconsistent material now in the act, and would also 
add a new provision to the act which would provide a statutory basis 
for methods now in use by the Board with respect to handling col- 
lateral for advances. It is approved. 

126.* Advances for home repairs (p. 165) 

This recommendation would peel section 10 (a) of the Federal 
Home Loan Bank Act, which is obsolete. It is approved. 

127. Obligations of home loan banks (p. 165) 

This recommendation would make a technical amendment to section 
11 of the Federal Home Loan Bank Act which would give continuing 
validity and binding effect to Federal home loan bank obligations 
signed by persons who may have died, become disabled or ceased to 
hold oftice before the issuance of such obligations. It is approved. 


128.* Interbank transactions (p. 166) 


This is a technical amendment to section 11 of the Federal Home 
Loan Bank Act to eliminate obsolete material and to make certain 
language-conforming changes. It is approved. 
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129.* Required investments (p. 167) 

This is a minor technical amendment relating to the use of the term 
“nonmember borrowers” in section 11 of the Federal Home Loan Bank 
Act. It is approved. 


130. Judicial proceedings (p. 167) 

This is an amendment to section 12 of the Federal Home Loan Bank 
Act, which would give Federal home loan banks clear right to sue in 
the Federal courts and to remove to the Federal courts judicial pro- 

ceedings initiated in State courts. It would also prohibit the issuance 
against any Federal home loan bank or its property of any attachment 
or execution before final judgment. It is approved. 


131. Eligibility of president as director (p. 168) 

This amendment to section 12 of the Federal Home Loan Bank Act 
would prohibit the president of a Federal home loan bank from serv- 
ing as a director of. such bank. Under present law no compensated 
officer, employee, attorney, or agent of a Federal home loan bank may 
serve asa director thereof. Itis approved. 


132. Exemption from taxation (p. 169) 

This recommendation would amend section 13 of the Federal Home 
Loan Bank Act to clarify the exemption from taxation now enjoyed by 
obligations of Federal home loan banks and of the Federal Home Loan 
Bank Board, and to eliminate obsolete language in this section. It is 
approved. 

133. Bank obligations as investments (p. 170) 

This recommendation would amend section 15 of the Federal Home: 
Loan Bank Act to broaden the classes of funds for which obligations 
of the Federal home loan banks are legally eligible as investments or 
security. Itis approved. 


134. Reserves of home loan banks (p. 170) 

This recommendation would make a technical amendment to section 
16 of the Federal Home Loan Bank Act to make clear that the stated 
percentages of net earnings required by that section to be allocated to- 
reserves are minimum requirements. It is approved. 


135. Home Loan Bank Board (p. 171) 

This recommendation would amend section 17 of the Federal Home 
Loan Bank Act (1) to remove obsolete material with respect to the 
original establishment of the Board, (2) to provide greater continuity 
and latitude for delegation of author ity snd. functions by the Federal 
Home Loan Bank Board, and (3) to give the Board broad adminis- 
trative powers relating to expenses, operations, and personnel. 

Recommendation (1) is approved. 

Recommendation (2) is disapproved because it fails to prohibit the: 
delegation of the judicial] and legislative functions of the Board. 

As to recommendation (3), the committee offers no objection. 


136. Expenses and assessments (p. 173) 

This recommendation would amend section 18 of the Federal Home 
Loan Bank Act to remove obsolete material and to clarify the author- 
ity of the Board with respect to the assessment of Federal home loan: 
banks. It is approved. 
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137. Powers and duties of examiners (p. 174) 

This recommendation would amend section 20 of the Federal Home 
Loan Bank Act to extend the power exercised by its examiners under 
the Federal Home Loan Bank Act to the exercise of functions under 
section 5 of the Home Owners’ Loan Act and under section 6 of the 
National Housing Act. It is approved. 

138.* Interagency services (p. 175) 

This recommendation would make a minor amendment to section 22 
of the Federal Home Loan Bank Act to insert the words “Board of 
Governors of the Federal Reserve System” in lieu of the present lan- 
guage “Federal Reserve Board.” /¢ is approved. 


139. Interban? adjustments (p. 175) 

This recommendation would amend section 26 of the Federal Home 
Loan Bank Act to authorize the Board to make necessary adjustments 
in the case of readjustment or creation of any Federal home loan bank 
district and in any such case to assure that any consolidated debentures 
or bonds outstanding remain the joint and several obligation of all the 
Federal home loan banks. It is approved. 

140. Territorial applicability (p. 176) 

This recommendation would amend section 29 of the Federal Home 
Loan Bank Act to repeal obsolete material and to make clear the 
geographical coverage of the act. Jt is approved. 


141.* References to HOLC Board (p. 177) 

This recommendation would make a minor technical amendment 
to the Home Owners’ Loan Act of 1933 by substituting the word 
“Board” for the language “Home Loan Bank Board” wherever the 
latter appears in that act. It is approved. 

142.* Definitions (p. 177) 

This recommendation would make minor technical amendments to 
section 2 of the Home Owners’ Loan Act of 1933 with respect to 
existing references in that act to the Federal Home Loan Bank Board. 
It is approved. 


143. Interest rates and charges (p. 178) 

This recommendation would eliminate obsolete material in the Home 
Owners’ Loan Act of 1933 and substitute new provisions relating to 
the power of the Board to regulate interest rates and fees which may 
be charged by Federal savings and loan associations. It is approved. 


144. Administrative proceedings (p. 178) 

This recommendation would amend section 5 (d) of the Home 
Owners’ Loan Act of 1933 thus (1) to revise provisions relating 
to the Board’s power to order correction of violations of law or regu- 
lation by Federal savings and loan associations, (2) to make new 
provisions relative to the removal of any officer or director of such 
an association, and (3) to revise the existing power and procedure 
of the Board relating to the appointment of conservators and 
receivers. 

The committee disapproves of recommendations 1, 2, and 3 above 
and also general recommendation 4 because the remedy sought by the 
Board seems unduly stringent and severe and results in too great a 
concentration of power in the Board without adequate safeguards. 
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The committee recommends that the Board’s powers and procedures 
with respect to the removal of officers and directors of all associations 
(except nonmember noninsured State-chartered associations) should 
conform with the laws applicable to member banks of the Federal 
Reserve System. (See 12 U.S. C., sec. 77, as amended.) 


145.* Investments by Secretary of Treasury (p. 184) 
This recommendation would amend section 5 of the Home Owners’ 
Loan Act of 1933 to eliminate obsolete material with respect to invest- 


ments by the Secretary of the Treasury in Federal savings and loan 
associations. It is approved. 


146. Conversions (p. 186) 


This recommendation would amend section 5 of the Home Owners’ 
Loan Act of 1933 to remove obsolete provisions relating to investments 
in Federal savings and loan associations by the Secretary of the Treas- 
ury, to make clear that Federal savings and loan associations may 
convert to State-chartered institutions and to institutions of the Dis- 
trict of Columbia or of the Territories and possessions of the United 


States, and to make certain clarifying language changes. It is 
approved. 


147. Promotion of savings and loan associations (p. 188) 

This recommendation would repeal section 6 of the Home Owners’ 
Loan Act of 1933 with respect to the appropriation and use of appro- 
priated funds by the Home Loan Bank Board in order to promote 
savings and loan associations. It is approved. 

148. J'erritorial application (p. 188) 


This recommendation would amend section 7 of the Home Owners’ 
Loan Act of 1933 in order to make clear that the act applies to all 
the States, the District of Columbia, the Territories now existing 
or hereafter created, and the possessions of the United States. It is 
ap proved. 


149.* References to HOLC Board (p. 189) 


This recommendation would make a minor technical amendment 
to title 4 of the National Housing Act by substituting the word 
“Board” for the words “Home Loan Bank Board,” wherever the latter 
appears. It is approved. 


150. Definitions (p. 189) 
This recommendation would make a technical amendment to sec- 


tion 401 of the National Housing Act to define the term “Board.” 
It is approved. 


151. Znsured accounts of fiduciaries (p. 189) 


This recommendation would amend section 401 of the National 
Housing Act to clarify the application of insurance limits of fiduciar 
accounts and to establish clearly the separate identity of each such 
separate account for insurance purposes. It is approved. 


152. Insured accounts of “public units” (p. 190) 

This recommendation would amend section 401 of the National 
Housing Act to broaden and clarify the eligibility for insurance cov- 
erage of various public funds or money of a public nature. It is 
approved. 
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158. Re FSLIO (p. 191) 


This recommendation would amend section 402 of the National 
Housing Act to eliminate certain provisions relating to the Board 
of Trustees of the Federal Savings and Loan Insurance Corporation. 
It is approved. 

154.* Capital stock of FSLIC (p. 192) 

This recommendation would amend section 402 of the National 
Housing Act by repealing obsolete provisions relating to the original 
subscription to and issuance of the capital stock of the Federal Sav- 
ings and Loan Insurance Corporation. It is approved. 

155. Powers of FSLIC (p. 192 

This recommendation would amend section 402 of the National 
Housing Act to enable the Federal Savings and Loan Insurance Cor- 
poration to settle, compromise, or release claims, to remove to the 
Federal courts judicial proceedings brought in State courts against 
the Corporation, to authorize the Corporation to adopt bylaws, to 
issue rules and regulations, and to require reports. It is approved. 
156. Protection of FSLIC’s insignia, ete. (p. 194) 

This recommendation would amend section 402 of the National 


Housing Act by adding a provision for criminal penalty for misuse 
of the indicia connoting insurance of accounts. It is approved. 


157. Criminal acts (p. 194) 

This recommendation would amend section 402 of the National 
Housing Act to make a technical clarification in the language of 
subsection (g) of that section and by increasing from $1,000 to $5,000 
the penalty for false misrepresentation as to insurance of accounts 
by the Federal Savings and Loan Insurance Corporation. It is 
approved. 

158. Regulation of insured institutions (p. 195) 

This recommendation would amend section 403 of the National 
Housing Act to empower the Federal Savings and Loan Insurance 
Corporation (1) to control mergers, consolidations, or purchase or 
sale of assets of insured institutions; (2) to regulate the retirement, 
pension, and deferred compensation arrangements of insured institu- 
tions; and (3) to regulate the types of losses that can be charged 
against reserves. 

Recommendation (1) is approved. 

Recommendation (2) is disapproved on a basis comparable to the 
reasons given for the committee’s disapproval of recommendation 45A. 
See 454A. 

Recommendation (3) is disaproved on the ground that it is a func- 
tion of management to determine losses (tax deductible or other- 
wise). 

159. Applications for insurance (p. 196) 

This recommendation would amend section 403 of the National 
Housing Act to provide for broader authority in the Corporation with 
respect to discretionary rejection of applications for insurance and 
with respect to the establishment of specific tests and standards for 
the consideration of insurance applications. It is approved. 





42 STUDY OF BANKING LAWS 


160. Premium adjustments (p. 197) 

This recommendation would add a new provision to section 404 
of the National Housing Act to empower the Corporation to adjust 
premia in case of merger or consolidation involving an insured institu- 
tion, liquidation or dissolution of the insured institution, or purchase 
of assets by or from an insured institution. It is approved. 


161. Eacess premiums previously paid (p. 198) 

This recommendation would make a technical amendment to sec- 
tion 404 of the National Housing Act by repealing with a savings 
clause the provision of present law relating to a refund of excess 
premia paid after June 30,1949. It is approved. 

162. Liquidation of insured institutions (p. 198) 

This recommendation would amend section 406 of the National 
Housing Act to broaden the authority of the Corporation in the han- 
dling of the assets and liabilities of an insured institution in default 
and in the liquidation or restoration of such an institution. 

The committee approves this recommendation, except that that 
part of the recommendation which would strike the provision of ex- 
isting law to the effect that the Corporation shall pay “all valid credit 
obligations of such association” when the insurance corporation pays 
insurance should be retained in the law in order to insure that creditor 
obligations shall have priority over shareholder obligations. 


163. Termination of insured status (p. 201) 


This recommendation would amend section 407 of the National 
Housing Act with respect to the conditions and procedures for termi- 
nation of insurance by the Federal Savings and Loan Insurance 
Corporation. : 

The committee believes that the power which would be vested in. 
the Board under this recommendation exceeds in some important re- 
spects the existing power of the Federal Deposit Insurance Corpora- 
tion with respect to the termination of its insurance under section 8 
(a) of that act (12 U.S. C. 1818 (a) ), as proposed to be amended by 
recommendation 99 of the Federal Deposit Insurance Corporation 
made to the Senate Banking and Currency Committee as part of its 
current study. 

It is the view of the committee that the powers and procedures of 
the Federal Home Loan Bank Board with respect to the termination 
of insurance should be made to conform to the provisions of section 
8 (a) of the Federal Deposit Insurance Corporation Act (12 U.S. C. 
1818 (a)) with respect to termination of Federal Deposit Insurance 
Corporation insurance, as proposed to be amended by recommenda- 
tion.99. 


164. Commissions, etc., for procuring loans (p. 204) 

This recommendation would amend section 220 of title 18, United 
States Code, to apply its criminal sanctions to any director, officer, 
employee, agent, or anarney of any Federal home-loan bank or of 
any institution insured by the Federal Savings and Loan Insurance 
Corporation who takes or receives any commission, gift, or other thin 
of value in connection with the procurement, existence, or renewal o 
any loan. It is approved. 
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165. Embezzlement, etc. (p. 205) 

This recommendation would amend section 657 of title 18 of the 
United States Code to apply to noninsured members of the Federal 
Home Loan Bank Board the penalties of that act for embezzlement 
or misappropriation from any such institution by an officer, agent, or 
employee thereof. It is approved. 


166. False entries, etc. (p. 206) 

This recommendation would amend section 1006 of title 18 of the 
United States Code to extend the criminal sanctions of that act to 
false entries and other false or fraudulent conduct of an officer, agent, 
or employee of a noninsured savings and loan association which is a 
member of the Federal Home Loan Bank. It is approved. 


166A. Holding companies 
This recommendation would support the enactment of legislation 
to restrict holding companies in the savings and loan industry. It is 


approved. 


166B. Community property 

This recommendation would amend title 4 of the National Housing 
Act to clarify and make certain that married savers in certain com- 
munity property States are provided insurance coverage on an equal 
basis with savers in other States. It is approved. 


166C. Branches 

The committee recommends that there be added to existing law pro- 
vision for appropriate regulation of the establishment of branches of 
Federal savings and loan associations. Such legislation should in- 
clude a prohibition against the establishment of branches across State 
lines. 


166D. Prohibited practice 

The committee recommends making it unlawful for any institu- 
tion organized under the laws of either the United States or a State 
which is not authorized to engage in the business of receiving deposits 
to represent or hold itself out in any manner that it is a bank. 


166E. Discloswres 

The committee recommends the enactment of legislation which 
would prohibit any savings and loan association which is insured ‘by 
the Federal Savings and Loan Insurance Corporation or which is a 
member of the Federal home-loan bank to purchase from or to sell 
or make to any of its directors, officers, or affiliates any securities, 
other property or loans without being subject to making full dis- 
closure of the particular transaction to the Federal Savings and Loan 
Insura.ice Corporation in the case of an insured association, or to the 
Home Loan Bank Board in the case of a noninsured member associa- 
tion, together with a statement of any commission or other considera- 
tion paid or received in connection with any such transaction. 

For the purpose of this legislation, the term “affiliate” should be 
defined as said term is defined in section 2 of the Banking Act of 1933 
(12 U.S. C., sec. 221a) adapted, with regard to the inherent differ- 
ences between banks and savings and loan associations, to the end that 
comparable rules will be effective as to each. 
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166F. Loans to officers or directors 

The committee recommends the enactment of legislation which would 
limit the amount of any savings and loan association insured by the 
Federal Savings and Loan Insurance Corporation, or any savings 
and loan association which is a member of a Federal home-loan bank, 
may loan to any of its officers or directors. 

The committee recognizes that what it has recommended under 
recommendation 81 hereof in regard to member banks of the Federal 
Reserve System should not be applicable here as banks and savings 
and loan associations are institutions of different character. Thus 
the committee recommends here that savings and loan institutions-be 
permitted to loan officers for home mortgage purposes a maximum of 
$15,000 and that such officers should not be required to report loans 
made from any other lender. 


166G. Distributions and dividends 

The committee recommends the enactment of legislation which 
would prohibit any savings and loan association insured by the Fed- 
eral Savings and Loan Insurance Corporation or any savings and 
loan association which is a member of a Federal home-loan bank from 
making or paying any greater distribution or dividend to any of its 
directors, officers, or employees than is received by its account holders 
generally at any time within 1 year of the date of the payment of the 
particular distribution or dividend. (See sec. 22e of the Federal 
Reserve Act.) 
166H. Directors’ liability 


The committee recommends the enactment of legislation which 
would make directors of any savings and loan association insured by 
the Federal Savings and Loan Insurance Corporation, or of any sav- 
ings and loan association which is a member of a Federal home-loan 
bank, who violate certain key laws relating to such associations (being 
among others those recommended in recommendations 164 and 166D 
and following) or who condone any such violations on the part of any 
officer of any such association personally liable for the damage result- 


ing from any such violation. (See sec. 22f of the Federal Reserve 
Act.) 
1661. Criminal 

The committee recommends the enactment of legislation, amending 
sections 217 and 218 of title 18, United States Code, to make it a 
criminal offense for any officer or director of any savings and loan 
association which is a member of a Federal home-loan bank to give or 
lend money to any public employee who examines or has authority. 
to examine any such association, and for any such public employee 
to accept such a gift or loan. 


1665. Amendment to section 220 of the Criminal Code 


The committee recommends that section 220 of the Criminal Code be 
amended in the following particulars: 

1. To apply to officers, directors, employees, agents, and attorneys 
of any savings and loan association which is a member of a Federal 
home-lozn bank. (See recommendation 164.) 

2. Amend the section by inserting the word “making” before the 
word “procuring” in line 7 of said section. 
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166K. With reference to the Federal Savings and Loan Insurance 
Corporation 

1. The committee recommends that changes comparable to those 
approved in recommendations 91, 92, and 106 be made as regards 
FSLIC insurance. 

2. Thecommittee makes the same recommendation here as to FSLIC 
as it made in recommendation 115G regarding FDIC subject to the 
tollowing: 

Further accumulations by FSLIC should be suspended 
pending the outcome of the study if the relationship which 
FSLIC’s fund bears to its insurance liability is at least equal 
to that of FDIC. 


Part V. Recommenpbations Revatinc tro Freperat Crepir Unions 


167.* Removal of obsolete date (sec. 8) (p, 207) 
This recommendation is to delete an obsolete date from section 8 of 
the act. It is approved. 


168. Membership of supervisory committee (sec. lla) (p. 208) 

This recommendation is to amend section lla of the act so as to 
prohibit the overlap of supervisory committee membership with board 
of directors or credit committee. 

It is disapproved for the reason that the committee believes that the 
law should be that at least one director (not including the treasurer) 
should be permitted to be a member of the supervisory committee. 


169. Changes in section 11 (b) of act (sec. 11 (b) (p. 208) 

This recommendation involves changes in the designations of officers 
and further provides that among the elected oflicers en/y the treasurer 
may receive compensation. It is approved. 


170. Clerical and auditing assistance (sec. 11c) (p. 209) 


This recommendation is to permit compensation for necessary audit- 
ing assistance provided to the credit union. It is approved. 
171. Maximum loans, ete. (sec. 11d) (p. 210) 
This recommendation is composed of three separate items, viz— 
(a) To provide specific authority for the Director to impose 
maximum loan limits by regulation. It is approved provided the 
limits cannot be fixed beyond statutory limits. 
(6) To increase the unsecured loan limit from $400 to $500. 
It is papoenet 
(c) To provide authority for employment of a nonelected loan 
officer with power to approve loans under specified conditions. It 
is disapproved. 
172.* Section 19 of act (p. 211) 
This recommendation is to remove obsolete material from section 19. 
It is approved. 
173, Allotment of space in Federal buildings (sec. 21) (p. 211) 
This recommendation is to change the word “exclusively” to read 
“primarily” in this section. It is d¢sapproved. 
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The committee recommends, however, that the section be amended to 
apply to Federal credit unions “composed exclusively of persons who 
are either retired Federal employees, or are presently employed by 
the United States or an agency thereof, and members of their fami- 
lies.” The committee’s suggestion achieves the meritorious result 
sought but in what the committee feels is a more appropriate manner. 


174. Robbery (18 U.S. C. sec. 2113) (p. 212) 


This recommendation is to make offenses against a Federal credit 
union acrime. It is approved. 

175.* Change references in act (p. 212) 

This recommendation is to change certain statutory references to 
apply to the Bureau of Federal Credit Unions and references to the 
Governor of the Farm Credit Administration to the Director of the 
Bureau of Federal Credit Unions. It is approved. 

176. Broaden definitions (sec. 2) 

It was recommended to the committee that section 2 be amended so 
as to provide for the establishment of central credit unions. The 
committee disapproves such recommendation and suggests that the 
subject of the desirability and necessity for the establishment of such 
unions might be made the subject of a study. 


177. Extend loan maturities (sec. 7 (5) ) 


Under present law the maximum maturity for a Federal credit union 
loan is 3 years. It was recommended to the committee that this 3 
years be increased to 5 years. The committee disapproves such 
recommendation. 


178. Supervisory Committee 


The committee considered the recommendation “3. Supervisory 
Committee” which is set forth at pages 119-120 of the transcript of 
hearings before the Senate Committee on Banking and Currency, 
November 9 to 10, 1956. As the recommendation is quite lengthy, it 
is not repeated here, though it is incorporated by reference. The com- 
mittee recommends that these matters receive further study. 


179. Increase in unsecured loan limit 

It was recommended to the committee that the loan limit on un- 
secured loans be increased from $400 to $1,000. It is disapproved. 
See recommendation 171 (b) above. 


180. Declaration of dividends 
Certain recommendations were made to the committee in regard to 
dividends of Federal credit unions, viz 

(a) That dividends be declared by directors rather than by the 
union membership. It is approved. 

(6) That dividends may be paid semiannually if provided by 
the union’s bylaws as compared with only annually as presently 
provided by law. It is approved. 

(c) That dividend credit for the month be accrued on share 
payments made during the first 3 days of that month. It is 
approved, with increase from 3 days to 5 days. 
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181. United States Territories 

It was recommended to the committee that section 22 of the act be 
amended to provide for inclusion of al] United States Territories and 
possessions now existing or hereafter created. It is approved. 

182. Conversion 

It was recommended to the committee that a new section be added to 
the act to provide for the conversion of a Federal credit union to a 
State-chartered union union and vice versa. It is disapproved. 

183. Credit wnion insurance 

It was recommended to the committee that a system of deposit share 
insurance be established. It is disapproved. 
184. Investment fiield for credit unions 

It was recommended to the committee that field of investment of 
credit unions be broadened. It is disapproved. 
185. /ssuance of drafts, ete. 

It was recommended to the committee that credit unions be per- 
mitted to issue drafts, money orders, and travelers checks. It is 
disapproved. 

186. Check cashing 

It was recommended to the committee that credit unions be per- 
mitted to cash checks for a fee. It is disapproved. 
187. Special accounts 

It was recommended to the committee that credit unions be per- 
mitted to open special accounts. It is disapproved. 
188. Unemployment insurance 

It was recommended to the committee that credit union employees 
be covered by unemployment insurance. The committee has not con- 
sidered this recommendation because it deals with a subject outside 
the committee’s jurisdiction. 

189. Membership fees 

It was recommended to the committee that the regular membership 
fees be changed to $1. It is disapproved. 
190. Audits 

The committee recommends that the act be amended so as to pro- 
vide— 

(a) That Federal credit unions with assets of $50,000 or more 
shall be required to have an annual audit by an independent public 
accountant. 

(5) That the Bureau of Federal Credit Unions shall expand 
their present procedures to provide for an audit for credit unions 
with assets of less than $50,000. 

191. Section 17 of the act 

The committee recommends that a study be made of the advisability 

of removing from section 17 of the act the last sentence reading thus: 


Any Federal credit union organized under this chapter 
when designated for that purpose by the Secretary of the 
Treasury, shall be a depository of public money, except re- 
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ceipts from customs, under such regulations as may be 
prescribed by the Secretary of the Treasury. 


Parr VI. RecOMMENDATIONS ON OTHER SUBJECTS 


192. Taxation of Federal Reserve bank stock 

See treatment ofthis subject as recommendation 56 at page 17 
of this report. 

193. Postal savings 

The committee recommends that the Postal Savings System be 
liquidated in orderly fashion at an early date in keeping with the 
recommendation of the Comptroller General of the United States, and 
of the Hoover Commission. 

The System has long since outlived its original purpose. Private 
enterprise provides adequate savings facilities. 

194. Reserve for bad debts 

The committee recommends that the Congress permit banks to 
establish adequate and realistic bad debt reserves under statutory 
formula. Reserves permitted by present Treasury regulations are 
inadequate on the basis of past experience and penalize prudent man- 
agement. This inadequacy is even more pronounced if the banking 
system is to meet the huge and increasing demands for credit in a 
dynamic economy and protect the depositors. Our present economy 
requires the extension of many types of credit never before provided 
primarily by the banking system. As a result, the banking system 
must provide enormous amounts of consumer, mortgage, capital, 
and term credit, which types carry risks not present in banking in 
the historical sense. 

Accordingly, a new concept of the adequacy of reserves for losses 
for eligible loans outstanding in the banking system must be forth- 
coming. Consideration ef the risks and the inadequacy of capital 
in the banking system forcibly demonstrates that any reserve less than 
5 percent of eligible loans outstanding is wholly inadequate and un- 
realistic. The banking system should therefore be permitted to ac- 
cumulate reserves in excess of this amount. 

Thus, the committee recommends that commercial banks be per- 
mitted under the Internal Revenue Code to add to reserves for bad 
debts in any taxable year up to a percentage of not less than one-half 
of 1 percent and not more than 1 percent of eligible loans, provided 
that no addition under the formula to such reserves in any taxable 
year shall cause the aggregate thereof to exceed a percentage of not 
less than 5 percent and not more than 10 percent of the eligible loans. 


Parr VII. Monerary AND FINANCIAL INstITUTIONS COMMISSION 


195. Monetary and Financial Institutions Commission 

1. The need for and duties of a commission—In the intervening 
years since the National Monetary Commission of 1908 completed its 
study, which led to the formation of the Federal Reserve System in 
1913, major economic and social changes have occurred which have 
substantially altered the functions, types, and relationship of financial 
institutions to public need and the economy. Piecemeal legislation. 
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has been enacted from time to time to meet the day-to-day needs of 
the economy. 

The committee recommends that the 85th Congress enact without 
delay legislation providing for the establishment of a commission for 
the purpose of making an objective study and appraisal of the use 
of monetary controls to stabilize the Nation’s economy and the impact 
of such controls upon the American system of free enterprise, and of 
the ye and responsibility of all financial institutions as custo- 
dians of the Nation’s savings, to provide, individually and collectively 
under existing laws, the State and National financial needs for the 
continuing growth of our dynamic economy, giving appropriate con- 
sideration to deposit and savings insurance programms, the essentiality 
of Government lending and investing, and the tax burden on debtors, 
creditors, and equity owners. 

It is recommended that the Commission report its findings and any 
legislative recommendations to the President of the United States 
and to the Congress within 2 years subsequent to its appointment 
Findings and recommendations requiring specific revisions and mod- 
ernization of the present laws should not “be postponed, however, until 
completion of the full report. 

2. Composition of the Commission.—With respect to the composi- 
tion of the Commission, the committee recommends: 

(@) That it be composed of not less than 12 and not more than 
17 members. 

(6) That the legislative branch of the Government be represented 
thereon by not less than 4 and not more than 6 members consisting 
of the chairmen and the ranking members of the Banking and Cur- 
rency Committees of the House of Representatives and of the Senate. 

(c) That the remaining members of the Commission be appointed 
by the President of the United States without regard to their place 
of residence, their occupation, or whether they are members of the 
majority or the minority party of the Congress, but with regard only 
to the fact that each shall be an outstanding American citizen. 

(d) That the President of the United States appoint from among 
the members of the Commission a Chairman thereof. 

3. Organizational matters —The committee recommends: 

(a) That the Commission be designated as the “Monetary and 
Financial Institutions Commission.” 

(6) That the Commission be given the authority to employ and com- 
pensate a staff composed of personnel of such technical qualifications 
as the Commission deems necessary for the efficient and prompt dis- 
position of its duties, all without regard to any Federal law relating 
to the selection, compensation, or discharge of such personnel, except- 
ing only the so-called conflict-of-interest laws. 

(c) That the Commission otherwise be given such power and 
authority as is required for the proper and prompt performance of 
its duties, including the power to issue subpenas and to require 
testimony under oath. 

4. Appropriation of funds.—The Committee recommends that the 
Congress : appr opriate funds adequate for the prompt initiation of the 
Commission’s work and the report thereof as hereinabove outlined. 
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Part VIII. Supmission or Revort 


The undersigned members of the Advisory Committee to the Senate 
Committee on Banking and Currency for the Study of Federal Stat- 
utes Governing Financial Institutions and Credit submit the forego- 
ing report.to the Senate Committee on Banking and Currency. 


Respectfully, 
Joseph A. Broderick, New York, 
N. Y 


W. J. Bryan, Nashville, Tenn. 

Henry A. Bubb, Topeka, Kans. 

Lester V. Chandler, Princeton, 
N. J. 

Maxwell F. Eveleth, Sr., Kenne- 
bunk, Maine. 

Reese H. Harris, Jr., Hartford, 
Conn. 

Theodore Herz, Washington, D.C. 

Reed E. Holt, Salt Lake City, 
Utah. 

Norris O. Johnson, New York, 
N. Y. 

Vivian Johnson, Cedar Falls, 
Towa. 

a J. Livingston, Chicago, 
Til. 

John J. McCloy, New York, N. Y. 

C. Ward Macy, Eugene, Oreg. 

Edwin P. Messick, Milford, Del. 


W. Franklin Morrison, Washing- 
ton, D. C. 

Joseph M. Naughton, Cumber- 
land, Md. 

Robert L. Oare, South Bend, Ind. 

William W. Pratt, Harrisburg, 
Pa. 

Everett D. Reese, Newark, Ohio. 

J. V. Satterfield, Jr., Little Rock, 
Ark. 

James E. Shelton, Los Angeles, 
Calif. 

M. B. Spragins, Huntsville, Ala. 

J. Cameron Thomson, Minne- 
apolis, Minn. 

William Whiteman, Jr., Okla- 
homa City, Okla. 

Ben Wooten, Dallas, Tex. 

C. Francis Cocke, Roanoke, Va., 
vice chairman. 

Kenton R. Cravens, St, Louis, 
Mo., chairman. 


James Saxon, Chicago, IIl., secretary to the Advisory Committee. 
Robert Neill, Esq., St. Louis, Mo., counsel to the Advisory Committee. 
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